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EXECUTIVE SUMMARY 

Pima Utility Company (“Pima” or ‘Company”) is a Class B public service 
water and wastewater corporation organized as an S corporation under 
Subtitle A, Chapter 1, Subchapter S of the Internal Revenue Code. The 
Company serves approximately 10, 188 water customers in portions of 
Maricopa County, Arizona. 

Pima filed general rate applications for both the Company’s Water and 
Wastewater Divisions with the Arizona Corporation Commission (“ACC” or 
“Commission”) on August 29, 201 1 using a test year ending on December 
31, 2010. 

On September 19, 2011, Pima filed a Motion to Consolidate Docket 
Numbers W-02199A-I 1-0329 and SW-02199A-11-0330. In its Motion, 
Pima stated that the Company’s water and wastewater customer bases 
are largely the same and Pima is operated and managed as one utility. 
The Commission subsequently found the Applications sufficient on 
September 30, 201 I and consolidated the two dockets as W-02199A-11- 
0329 et al. for purposes of hearing. 

For Pima’s Water Division, the Company is requesting a gross revenue 
increase of $1,023,565 or a 51.76 percent increase over Test Year 
adjusted revenue of $1,977,627. RUCO recommends a $566,048 or 
28.62 percent increase over Water Division Test Year adjusted revenue of 
$1,977,627. 

The Company is seeking a 9.47 percent rate of return on a $9,097,529 
Water Division fair value rate base for an operating income of $861,536. 
RUCO recommends a 9.01 percent rate of return on a $9,073,286 Water 
Division fair value rate base for an operating income of $81 7,503. 

Based on RUCO’s analysis of Pima Water Division’s rate Application, 
RUCO is recommending a three-tiered rate design that will result in an 
increase of $2.11, or 19.79 percent, over the present monthly rate of 
$10.66 for a residential customer with a 5/8” x 3/4” meter using an 
average of 6,395 gallons per month. 

RUCO analyst Timothy J. Coley will provide direct testimony on Pima’s 
Wastewater application. 

RUCO’s Chief of Accounting and Rates William A. Rigsby will provide 
direct testimony on RUCO’s recommended cost of capital and the 
Company’s request to include income taxes in rates. 
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I NTRODU CTI 0 N 

3. 

4. 

Q. 

A. 

Q. 

A. 

Please state your name, position, employer and address. 

My Name is Robert B. Mease. I am a Public Utilities Analyst V employed 

by the Residential Utility Consumer Office (“RUCO”) located at 1110 W. 

Washington, Suite 220, Phoenix, Arizona 85007. 

Please state your educational background and qualifications in the 

utility regulation field. 

Appendix 1, which is attached to this testimony, describes my educational 

background, work experience and regulatory matters in which I have 

participated. In summary, I joined RUCO in October of 201 1. I graduated 

from Morris Harvey College in Charleston, WV and attended Kanawha 

Valley School of Graduate Studies. I am a Certified Public Accountant 

and have been licensed to practice in West Virginia and Montana. My 

years of work experience include serving as Vice President and Controller 

of a public utility and energy company in Great Falls, Montana and have 

participated in several rate case filings on behalf of the utility. 

Please state the purpose of your testimony. 

The purpose of my testimony is to present RUCO’s recommendations 

regarding Pima Utility Company’s (“Pima” or “Company”) Water Division 

Application for a determination of the current fair value of its utility plant 

and property and for a permanent increase in its rates and charges based 

1 
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thereon for water utility service. The test year utilized by the Company in 

connection with the preparation of this Application is the 12-month period 

that ended December 31, 201 0. Mr. Tim Coley will be providing testimony 

for work completed on his review of the Wastewater Division. 

3ACKGROUND 

3. 

4. 

Please describe your work effort on this project? 

I reviewed financial data provided by the Company and performed 

analytical procedures necessary to understand the Company’s filing as it 

relates to operating income, rate base, and the overall revenue 

requirement for Pima’s Water Division. My recommendations are based 

on these analyses. Procedures performed include the in-house 

formulation and analysis of information provided by the Company to 

RUCO in data requests, the review and analysis of the Company’s 

responses to four Commission Staff data requests, and a review of prior 

ACC dockets related to the Company’s Water Division. RUCO’s 

participation in this proceeding is the cumulative effort of RUCO 

witnesses; myself Robert 9. Mease, and William A. Rigsby. I was 

responsible for the rate base, the operating income and expense 

adjustments that determine RUCO’s revenue requirement 

recommendations as well as rate design. RUCO’s Chief of Accounting 

and Rates, Mr. Rigsby, will present separate testimony on policy related to 
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the income tax issue in this case, and RUCO’s cost of capital 

recommendation. 

a. 
4. 

Can you please identify the exhibits you are sponsoring? 

1 am sponsoring schedules numbered RBM-1 through RBM-19 for the 

determination of the Water Division’s revenue requirement and schedules 

RBM RD-1 through RBM RD-7 for the establishment of the recommended 

rate design for residential and commercial ratepayers. I am also 

sponsoring schedules RBM RD-1 through RBM RD-5 for the irrigation 

ratepayers.. 

SUMMARY OF DIRECT TESTIMONY 

Rate Base Adjustments Summary 

Q. 

A. 

Can you please provide a summary of the adjustments to the rate 

base in your testimony? 

Yes, in summary, adjustments to the rate base that RUCO is 

recommending include the following: 

Rate Base Adiustment # I  - Convert Advances in Aid of Construction 

{AIAC) to Contribution in Aid of Construction (CIAC). 

RUCO is proposing a reclassification from Advances In Aid of 

Construction (AIAC) to Contributions in Aid Construction (CIAC) due to the 

bankruptcy of a large developer. This adjustment reduces AIAC by 

3 
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$374,236 and increases ClAC by $423,629 to which the Company has 

agreed. The adjustment between these accounts also affects depreciation 

expense discussed in Operating Income Adjustment #I .  

Rate Base Adiustment #2 - Capitalize an Expensed Plant Item 

The Company has charged to Repairs and Maintenance Expense and 

Contractual Services - Engineering Expense costs that are more 

appropriately Utility Plant in Service (UPIS) and should be included in rate 

base. The adjustment to UPIS related to these costs also has a minor 

effect on the Company’s Accumulated Depreciation Account. The 

Company has agreed to this adjustment in its response to Staff data 

request 1-29 and 1-31. 

3perating Income Adjustments Summary 

3. 

4. 

Can you please summarize RUCO’s operating income adjustments in 

your testimony? 

In summary the adjustments to operating income RUCO is recommending 

includes the following: 

Operating Income Adiustment #I- Depreciation Expense 

The adjustment recalculates Depreciation Expense based on RUCO’s 

recommended plant level. The adjustment relates to the reclassification of 

Repairs and Maintenance Expense and Contractual Services Expense - 

Engineering from expense to UPIS. In addition RUCO is recommending 

an increase in Amortization Expense related to the reclassification 
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between AlAC and CIAC. The $19,120 total of these two adjustments is 

also reflected in the Company’s Accumulated Depreciation and 

Amortization Account. 

Operating Income Adiustment #2 - Property Taxes 

The adjustment reduces property tax expense by $6,851 and is primarily 

related to calculating property tax expense based on a modified Arizona 

Department of Revenue (“ADOR”) formula that has been adopted by the 

Commission in a number of prior rate cases. 

Operating Income Adiustment #3 - Remove Repairs and Maintenance 

ExpenseThat Should Have Been Capitalized 

The adjustment reduces Repairs and Maintenance Expenses by $21,629 

related to costs more appropriately charged to UPIS. 

Operating Income Adiustment #4 - Remove Contractual Services 

Expense - Engineering That Should Have Been Capitalized 

The adjustment reduces Contractual Services Expense - Engineering by 

$3,902 also related to costs more appropriately charged to UPIS. 

Operating Adiustment #5 - Rate Case Expense 

This adjustment reflects RUCO’s $1 50,000 recommended level of rate 

case expense, to be normalized over four years. The adjustment 

decreases the Company-proposed level of annual rate case expense by 

$12,500 for an annual rate case expense of $37,500. 

5 
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Operating Income Adiustment #6 - Miscellaneous Expense - Banking 

Fees 

Miscellaneous Expense related banking fees is reduced by $6,354. 

Banking fees are to be charged fifty percent to the water division and fifty 

percent to the wastewater division. However, all fees were recorded as an 

expense on the books of the water division. 

Operating Income Adiustment #7 - Salaries and Wages Officers 

Salaries and Wages Officers are excessive compared to CEO executives 

within the industry. Pima has allocated in excess of $90,000 to the 

Chairman of the Board based on 56.25 reported hours worked for the 

Water Division. 

Operating Income Adiustment #8 - Intentionally Left Blank 

Operating Income Adiustment #9 - Intentionally Left Blank 

Operating Income Adiustment # I  0 - Intentionally Left Blank 

Operating Income Adiustment # I  1 - Income Tax Expense 

This adjustment removes the Company’s pro forma adjustment in the 

amount of $27,157. The Company had taken a credit for income taxes 

due to a net operating loss in its test year adjustments. Mr. Rigsby, will 

discuss income tax allowances in his direct testimony. 
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Revenue Requirements Summary 

Q. Can you please summarize the results of RUCO’s analysis of the 

Company’s filing and state RUCO’s recommended revenue 

requirements for the Company’s water division. 

RUCO is recommending an increase in revenues of $566,092, or 28.62 

percent compared to the Company’s request of $1,023,565, or a 51.76 

percent increase. 

A. 

Rate Design Summary 

Q. 

A. 

Q. 

A. 

Can you please explain the Water Divisions rate classifications? 

The Water Division’s rates are classified into residential, commercial and 

irrigation. The Company has requested an increase for residential 

customers of 41.24 percent, an increase of 55.19 percent increase for 

commercial customers and an increase of 91.47 percent for its irrigation 

customers. 

What are RUCO’s recommended increases by customer 

classification? 

RUCO is recommending an increase to residential customers rates of 

24.32 percent, an increase of 36.76 percent to commercial customers and 

an increase of 35.64 percent to the Company’s irrigation customers. 

7 
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RATE BASE ADJUSTMENTS 

Q. 

4. 

Q. 

A. 

Is RUCO recommending any changes to the Company’s proposed 

rate base? 

Yes. RUCO analyzed the Company’s rate base adjustments to its 

historical test year and made adjustments to the rate base as filed by the 

Company. The cumulative review, analysis and adjustments made by 

RUCO are explained on the succeeding pages. 

Rate Base Adiustment # I  - Convert Advances in Aid of Construction 

/AIAC) to Contribution in Aid of Construction (CIAC). 

Can you please explain the adjustment that converts the balance in 

the Company’s AlAC to CIAC? 

During the discovery phase in this case, it was determined by the 

Company that it had a single line extension contract recorded as AlAC in 

the Wastewater Division. Pima stated the following: 

’Due to the bankruptcy of the developer, Pima has been 

unable to pay the refunds due to the developer and is 

unaware of a successor entity to which payments can be 

made. Since it is unlikely that Pima will ever be able to 

actually pay the amounts due, Pima believes it may be more 

appropriate to eliminate the account payable to the 

developer and reclassify the full amount of the original 

advance to Contributions in Aid of Construction. 

See Company Response to Staff Data Request CSB 1-1 1 1 
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Q. 

4. 

Q. 

4. 

Q. 

A. 

Does RUCO agree with the Company’s suggestion to reclassify the 

AlAC balance to CIAC? 

Yes. 

What adjustment did you make to convert the AlAC to CIAC? 

RUCO reversed the existing balance remaining in AlAC of $374,236 and 

included it in CIAC. In addition Pima calculated $49,353 due to the 

developer in 2010 but due to bankruptcy of the developer has been unable 

to pay the refunds. There is no successor to the bankrupt developer. 

RUCO believes as does the Companf that the remaining funds of 

$374,236 as well as the $49,353 established as a payable to the 

developer, for a total of $423,589, be transferred to CIAC. Pima is 

requesting a Staff recommendation including the appropriate accounting 

order to reclassify this AlAC to a more appropriate CIAC non-refundable 

account . 

Rate Base Adjustment #2 - Capitalize Expensed Items to Plant 

Is RUCO recommending other adjustments to the Company’s 

adjusted test year rate base? 

Yes, RUCO is recommending reclassification of expenses reported in two 

separate expense accounts to UPIS. 3During the discovery phase Pima 

was requested to explain the increases in several expense accounts. 

See Company Response to Staff Data Request CSB 1-1 1 
See Company Response to Staff Data Request CSB 1-29 and CSB 1-31 
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Based on their review of Repairs and Maintenance Expense and 

Contractual Services Expense - Engineering, the Company identified 

$21,629 and $3,902 respectively, which were inappropriately classified to 

expense rather than UPIS. 

2. 

4. 

Does RUCO agree with the reclassification of these expenses? 

Yes, RUCO agrees with this reclassification. We reviewed the nature and 

description of the expenses and concluded that they should be included in 

UPIS. 

OPERATING INCOME ADJUSTMENTS 

Operating Income Summary 

Q. 

4. 

Q. 

A. 

Can you please explain the operating income adjustments that RUCO 

is recommending in your testimony? 

After performing a review of the Company's filing RUCO is recommending 

the following adjustments. 

Operating Income Adiustment # I  - Depreciation Expense 

Is Pima Water Division proposing a change in depreciation rates in 

their application going forward? 

Yes, Pima Water Division is requesting an adjustment in depreciation 

rates going forward. The Water Division has been depreciating UPIS 

service at the rate of 3% per year as was approved in Decision No. 58743, 

10 
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dated August 11 , 1994. They are now proposing to use account specific 

rates on a going forward basis. 

Q. 

4. 

Q. 

4. 

Q. 

A. 

Does RUCO agree with the request to adjust depreciation rates? 

Yes. The rates being proposed are the same rates as published by the 

Arizona Corporation Commission Utilities Staff in general guidelines dated 

April 21, 2000. These guidelines are still in effect as they have not been 

updated since that time. 

Did you recalculate annual depreciation since the last rate case filing 

and what were the results of your recalculation? 

Yes, I did recalculate the depreciation expenses since last rate case filing 

and I found no discrepancies. 

Have you made any changes to the Company's adjusted test year 

depreciation expense? 

Yes, as a result of reclassifying, during the test year, Repairs and 

Maintenance Expense of $21,629 and Contractual Services Expense - 

Engineering of $3,902, from expense to UPIS, Depreciation Expense has 

been increased to $1,945. 

11 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Have you recommended any adjustments resulting from the 

reclassification from AlAC to CIAC that RUCO is recommending? 

Yes, RUCO has proposed an increase of $21,065 related to the 

amortization of the additional CIAC as previously discussed. 

What is the result of these two adjustments? 

As shown on Schedule RBM-10 the net effect of the two adjustments is a 

reduction in total Depreciation Expense of $1 9,120. 

Operating Income Adjustment #2 - Propem Tax Expense 

Is RUCO recommending an adjustment to Property Tax Expense for 

the Water Division as filed by the Company? 

Yes, RUCO is recommending a reduction in test year Property Tax 

Expense of $6,851. There are two separate adjustments that make up the 

total amount of the reduction. 

Can you please explain the first adjustment? 

The first adjustment of $6,167 is related to what the Company has 

included in their property tax adjustment titled “Tax on Parcels.” In the 

recent Goodman Water Company rate case, Docket No. W-02500A-10- 

0382, Staff witness testified as follows: 

“I contacted the Arizona Department of Revenue personnel 
that deal with centrally valued properties and inquired about 
why there might be any such thing in a water utility’s tax bill 
and they assured me that there is no such thing; and they 

12 
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did some research on it and got back to me, and they 
assured me that there is no such thing, and that one 
hundred percent of the property tax is based on revenues. 
And so we just want to comment that we don’t anticipate that 
in future rate cases that we’ll be providing any amount for 
taxes on ~ a r c e ~ s . ” ~  

2. 

4. 

Q. 

4. 

What is the second adjustment that RUCO is proposing? 

RUCO is proposing a reduction in the composite property tax rate from 

10.0442 percent to 9.9952 percent. This small reduction in percentage 

reduces property tax expense by $684. 

Operating Income Adiustment #3 - Remove Repairs and Maintenance 

Expense Reclassified to UPIS 

Can you please explain the adjustment that you are making to 

Repairs and Maintenance Expense? 

Yes, as previously discussed in Rate Base Adjustment #2, the Company 

recorded $21,629 in Repairs and Maintenance Expense that should be 

more appropriately classified as UPIS. ’The Company, during discovery, 

identified the improper classification and indicated they would adjust, if 

necessary, in future testimony. 

Tr. Pages 969 and 970 (Mr. Gordon L. Fox) 
See Company Response to Staff Data Request CSB 1-29 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Operatinq Income Adiustment #I4 - Contractual Services Expense - 

Enqineerinq Reclassified to UPIS 

Can you please explain the adjustment that you are recommending 

to Contractual Services Expense - Engineering? 

Yes, as previously discussed in Rate Base Adjustment #2, the Company 

recorded $3,902 in Contractual Services Expense - Engineering that 

should be more appropriately classified as UPIS. During discovery, the 

Company, identified the improper classification and indicated they would 

adjust, if necessary, in future testimony. 

6 

Do you agree with the reclassification of both Repairs and 

Maintenance Expense and Contractual Services Expense 

Engineering to UPIS? 

Yes. After reviewing the nature of these expenses they should have been 

accounted for a UPIS. 

Operating Income Adiustment #5 - Rate Case Expense 

Has RUCO made an adjustment to Pima’s requested level of rate 

caseexpense? 

Yes. RUCO has reduced Pima’s requested total level of rate case 

expense of $200,000 by $50,000 for a total rate case expense of 

$150,000 or 37,500 per year over a four-year period. 

See Company Response to Staff Data Request CSB 1-31 6 
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9. 

4. 

Q. 

4. 

How did RUCO arrive at its adjustment to rate case expense? 

RUCO’s compared the Company-proposed level of rate case expense to 

levels of rate case expense that were incurred in other rate cases before 

the Commission. Based on RUCO’s review, RUCO believes that the 

Company’s request is not reasonable in this case. 

What other rate cases did RUCO review? 

RUCO reviewed a number of cases that involved utilities such as Arizona 

Water Company (“AWC”) and UNS Gas, Inc. (“UNSG”). The most 

compelling case that RUCO looked at involved Sunrise Water C O . ~  

(“Sunrise”), a Class B water provider organized as an S corporation like 

Pima. In that case, which was filed in August 2008 and decided on in 

December, 2009, the Commission adopted a total level of rate case 

expense of $82,500 or $27,500 to be amortized over three years. The 

Sunrise rate case involved a number of ratemaking issues including the 

recovery of income taxes in rates. Sunrise obtained the services of an 

outside attorney and a professional consultant (Mr. Ray Jones who is also 

testifying in this case on behalf of Pima). Given the similarities of the two 

cases, RUCO believes that the Sunrise case is a good yardstick for 

determining the reasonableness of Pima’s requested level of rate case 

expense. Despite the similarities, RUCO’s recommended total rate case 

Docket No. W-02069A-08-0406 7 
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expense of $150,000 for Pima is $67,500 more than what the Commission 

adopted for Sunrise in Decision No. 71445. 

Q. 

A. 

How did the rate case expense levels of other utilities compare with 

the level of rate case expense requested by Pima? 

In a prior rate cases for AWC’s Northern and Eastern Groups’, which were 

comprised of five and eight individual water systems respectively, the 

Commission approved a total of $250,000 in rate case expense for each 

Group, or $50,000 more than Pima’s requested level of expense in this 

proceeding. The Commission later authorized $250,000 in rate case 

expense for a case involving AWC’s Western Groupg which was 

comprised of five separate water systems. In the most recent rate cases 

for AWC’s Western and Eastern Groups, AWC requested total rate case 

expense of $626,156’’ and $476,874 respectively. While these requested 

amounts are $226,156 and $76,874 higher than the $400,000 that Pima is 

seeking for both its Water and Wastewater Systems, it has to be 

remembered that AWC is a statewide Class A utility and its filings 

consisted of multiple water systems where this case only involved two 

operating divisions. 

Decision No. Decision No. 64282, dated December 28, 2001 and Decision No. 66849, dated 
March 19,2005 

Decision No. 68302, dated November 14,2005 9 

AWC eventually agreed to RUCO’s total rate case expense figure of $304,975 10 
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In the pending UNSG rate case, UNSG requested a total rate case 

expense of $700,000. UNSG is a Class A public service corporation that 

serves far more customers over a much larger service territory than Pima. 

UNSG’s rate case is much bigger, involved more parties and also deals 

with more complex ratemaking issues such as decoupling. Both ACC 

Staff and RUCO are recommending that UNSG’s requested level of 

expense be reduced to $400,000, which is the same amount that Pima is 

requesting for the Company’s Water and Wastewater Divisions combined. 

Based on the comparisons provided above RUCO believes that its 

$37,500 recommended annual level of rate case expense is reasonable 

and should be adopted by the Commission. 

Q. 

A. 

Are there any other issues regarding rate case expense that RUCO 

wants to address? 

Yes. RUCO is concerned that traditional rate recovery for rate case 

expense is an inequitable solution for Pima. Normally, rate case expense 

is amortized / normalized over a short period of years that is reflective of 

the typical amount of time a utility stays out between rate cases. 

However, Pima does not come in for rate cases very often. The water 

division filed its last rate case with a Test Year ending December 31, 1992 

while the wastewater division’s last rate case was filed with a Test Year 

ending December 31, 1997. 
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If history repeats itself and it normally does, this long stay out would result 

in a windfall to the Company since rate case expense is a non-recurring 

expense and will be collected through rates until the Company’s next rate 

case. For example, this scenario is based on the Company Wastewater 

Division’s requested amount of annual rate case expense of $50,000 

($200,000 of total rate case expense 1 amortized over 4 years = $50,000 

of annual rate case expense). If the Company does not file another rate 

case for another 20 to years, the Company would collect $1,000,000 

($50,000 of annual rate case expense x 20 years = $1,000,000) in rate 

case expense through its base rates from Pima’s ratepayers. If the 

Company does not file another rate case for 15 years, Pima would collect 

$750,000 in rate case expense through its base rates. This amounts to an 

over-collection of rate case expense of five-fold in the 20 year scenario 

and 3.75 times in the 15 year scenario. Had the Commission authorized a 

$50,000 annual rate case expense in Decision Nos. 58743 and 62184 

dated August 11, 1994, and January 5, 2000 respectively, the scenario 

described above would have actually happened. 
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3. 

4. 

P. 

4. 

Why does RUCO believe that it “is likely” that the Company will not 

file a rate case for another 15 to 20 years? 

By the Company’s own admission,” “Pima Utility Company’s service area 

is built out.” There are limited reasons in the foreseeable future for the 

Company to file another rate case anytime soon. 

What does RUCO recommend to prevent or curtail that event from 

happening in the future? 

RUCO offers three different options that would prevent the above scenario 

from happening. First, a surcharge for rate case expense could be 

applied as a separate line item on the customers’ bill. When the rate case 

expense authorized in this proceeding has been fully collected through the 

surcharge, the surcharge would be eliminated and nothing but base rates 

would apply going forward. 

The second option is to extend the normalization period to ten years. This 

option would lower rates. If the Company were to file a rate case prior to 

fully collecting the authorized rate case expense, RUCO recommends that 

the Company be granted a deferred accounting order, which would allow 

Pima to amortize the remaining unrecovered expense over some period of 

time. This option completely eliminates the possibility of under-collecting 

the authorized level of rate case expense. The third option simply reduces 

See Company data response to Staff data request CSB 1-1 2. 11 
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the Company’s level of authorized rate case expense with no deferred 

accounting order. 

Of the three options, RUCO recommends the second option. Increasing 

the normalization will ameliorate the rate impact on ratepayers. It will 

further avoid the often unfavorable response of the public to a surcharge. 

Finally, while RUCO would not object to a reduction in the overall rate 

case expense, it is recommending. RUCO will reserve its right to further 

explore this option in coming up with a final recommendation as to a 

reasonable amount of rate case expense. 

Q. 

A. 

Operating Income Adiustment #6 - Miscellaneous Expense Bank Fees 

Will you please explain your adjustment to Banking Fees? 

Yes. 

Expenses by $6,354 related to the Water Division. 

RUCO made an adjustment decreasing test year Miscellaneous 

During discovery 

Pima’s responded to data request as follows: 

“These costs were paid directly by Robson Communications, 
Inc. (RCI) on behalf of several affiliate companies. These 
costs are directly attributable to the amount of monthly 
transactions that occurred in the Pima bank operating 
account. These costs were allocated 100 percent to the 
water company, but should have been allocated on a 50/50 
basis. The support for these transactions has been 
provided .” 

Based on Pima Company’s internal procedures these costs were to be 

shared by both the Water and Wastewater Divisions but were absorbed 
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entirely by the Water Division. The appropriate adjustment is being made 

to correct the error. 

Operating Income Adiustment #7 - Salaries and Waqes Officers 

2. 

4. 

a. 

4. 

Is RUCO recommending an adjustment to salaries paid to officers? 

Yes. RUCO believes that $90,267 is an excessive salary paid to the 

Chairman of the Board based on the Company’s reporting that he worked 

56.68 hours for the Water Division. 

How did you become aware that he reported 56.68 hours as working 

for the Water Division? 

The Company’s response to data request, for salary and wage details, 

provided a Schedule of Names, Titles and Burden by General Ledger 

Account of all individual salary and wages charged to the Water Division. 

Included on the salary schedule were the names of all individuals and the 

number of hours charged to the Water Division for the entire year. 

Included on the schedule was Mr. Robson, E.J., his title as Chairman of 

the Board, the number of hours charged to the division, 56.68, and gross 

salary paid of $90,294. In addition, the Company is also requesting the 

same amount as salary related to his duties for the Wastewater Division. 

In summary, the Company is requesting an annual salary of $180,588 for 

the Chairman of the Board when his reported hours worked for both 
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divisions was 1 13. RUCO believes that this is unreasonable and Arizona 

utility ratepayers should not have to bear this excessive expense. 

Q. 

4. 

Q. 

A. 

Q. 

A. 

Based on the number of hours and salary paid how much does that 

calculate to be on an hourly basis? 

Based on the hours reported the hourly rate paid to Mr. Robson is $1,593 

per hour. 

Has RUCO made an adjustment for Salaries and Wages Officers paid 

by the Water Division? 

Yes. RUCO is recommending a salary of $7,085. RUCO’s 

recommendation is based on the number of hours reported multiplied by 

$125 per hour. The hourly rate of $125 is based on a comparable CEO of 

a Class A Water Company within the local area. 

Operating Income Adiustment #8, #9 and #I 0 - lntentionallv Left Blank 

Operating Income Adiustment # I  I - Income Tax Expense 

Can you please explain the adjustment you made to Income Tax 

Expense? 

Yes. This adjustment removes the Company’s pro forma adjustment in the 

amount of $27,157. The Company had taken a credit for income taxes 
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due to a net operating loss in its test year adjustments. Mr. Rigsby, will 

discuss income tax allowances in his direct testimony. 

RATE DESIGN 

Q. 

A. 

Q. 

A. 

Can you please summarize RUCO’s rate design for Pima Utilities 

Water Division? 

Based on my analysis of the Company’s rate application and 

determination of recommended revenues, RUCO is recommending a rate 

structure for the three classes of ratepayers as follows: 

Company Present RUCO 
Revenues Revenues O h  Change 

l2 Res ide n t ia I $1,391,693 $1,730,177 24.32% 

Commercial $ 274,663 $ 375,632 36.76% 

Irrigation $ 317,458 $ 430,594 35.64% 

Can you please describe RUCO’s rate design? 

RUCO’s rate design essentially mirrors the company proposed two and 

three-tiered, inverted block rate design which captures approximately 

44.36 percent of total revenue through the monthly minimum charge for 

residential ratepayers. 

’* See Schedules RBM RD-1 through RBM RD-7 attached for Residential and Commercial 
ratepayers and Schedules RBM- RD-1 through RBM RD-5 for Irrigation ratepayers. 
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2. 

4. 

2. 

4. 

What would a typical monthly bill be for a 518 x 314 inch meter 

residential customer under RUCO’s recommended rates? 

Under RUCO’s recommended residential rates, a 5/8 x 3/4 inch meter 

using an average of 6,395 gallons per month, would have a typical 

monthly bill of $12.77 which is $2.11, or 19.79 percent, higher than the 

current bill of $10.66. 

Does this conclude your testimony on revenue requirements and 

rate design? 

Yes it does. 
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APPENDIX 

ROBERT B. MEASE 
Education and Professional Qualifications 

EDUCATION 

Bachelor’s Degree Business Administration / Accounting - Morris Harvey 
College. 

Attended West Virginia School of Graduate Studies and studied Accounting and 
Public Administration 

Attended numerous courses and seminars for Continuing Professional 
Educational purposes. 

WORK EXPERIENCE 

Controller 
Knives of Alaska, Inc., Diamond Blade, LLC., and Alaska Expedition Company. 

Financial Manager I CFO 
All Saints Camp & Conference Center 

Energy West, Inc. 
Vice President, Controller 

Led team that succeeded in obtaining a $1.5 million annual utility rate increase 
Coached accountants for proper communication techniques with Public Service 
Commission, supervised 9 professional accountants 
Developed financial models used to negotiate an $18 million credit line 
Responsible for monthly, quarterly and annual financial statements for internal 
and external purposes, SEC filings on a quarterly and annual basis, quarterly 
presentations to Board of Directors and shareholders during annual meetings, 
coordinated annual audit 
Communication with senior management team, supervised accounting staff and 
resolved all accounting issues, reviewed expenditures related to capital projects 
Monitored natural gas prices and worked with senior buyers to ensure optimal 
price obtained 

Junkermier, Clark, Campanella, Stevens 
Consulting Stafi 

Established a consulting practice that generated approximately $1 60k the first 
year of existence 

0 Prepared business plan and projections for inclusion in clients financing 
documents 

0 Prepared written reports related to consulting engagements performed 
Developed models used in financing documents and made available for other 
personnel to use 

0 Performed Profit Enhancement engagements 
0 Participated during audit of large manufacturing client for two reporting years 



Prior to 1999, held various positions: TMC Sales, Inc. as Vice President I Controller, 
with American Agri-Technology Corporation as Vice President I CFO and with Union 
Carbide Corporation as Accounting Manager. (Union Carbide was a multi-national 
Fortune 500 Company that was purchased by Dow Chemical) 

PROFESSIONAL AFFILIATIONS 
Member - Institute of Management Accountants 
Member - American Institute of CPAs 
Past Member -WV Society of CPA's and Montana Society of CPA's 
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Water Division 
Final Schedule RBM-1 

Page 1 of 2 

LINE 
NO. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 

(A) ( B) 
COMPANY RUCO 

DESCRIPTION COST COST 
OCRB/FVRB OCRBlFVRB 

Adjusted Original CostlFair Value Rate Base (RBM-2) $ 9,097,529 $ 9,073.286 

Adjusted Operating Income (Loss) $ 132,560 $ 258,968 

Current Rate of Return (L3 / L1) 1.46% 2 85% 

Required Operatmg Income (L9 X L1) $ 861,536 $ 817,503 

9 47% 9 01% Required Rate of Retum on Fair Value Rate Base (RBM-19) 

Operating Income Deficiency (L7 - L3) $ 728,976 $ 558,535 

Gross Revenue Conversion Factor (RBM-1, Page 2) 

Required Increase in Gross Revenue Requirement (L11 X L13)) 

Adjusted Test Year Revenue (RBM-7) 

1.4041 1 0135 . ._ 

$ 1,023,565 I I $ 566,048 

$ 1,977,627 $ 1.977.627 

Proposed Annual Revenue (L15 + L17) $ 3,001,192 $ 2,543,675 

Required Percentage Increase in Revenue (L15 I L17) 51.76% 28.62% 

References: 
Column (A): Company Schs. A-1 
Column (B): RUCO Schs. RBM-1 page 2, RBM-2. RBM-7, and RBM-19 



Pima Utility Company - Water Division 
Docket No. W-02199A-11-0329, et al. 
Test Year Ended December 31,2010 

LINE 
NO. DESCRIPTION 

GROSS REVENUE CONVERSION FACTOR 

CALCULATION OF GROSS REVENUE CONVERSION FACTOR: 

Revenue 100.0wo% 

Proposed Bad Debt Expense (Per Co. Work papers) 

Subtotal (L1 thru L2) 

Property Tax Rate (RBM-11) 

Subtotal (L3 - L4) 

Revenue Conversion Factor (L1 I L5) 

100.0000% 

1.3274% 

98.6726% 

Water Division 
Final Schedule RBM-1 

Page 2 of 2 
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1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 

19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 

Gross Utility Plant in Service 

Water Division 
Final Schedule RBM-2 

Page 1 

SUMMARY RATE BASE - ORIGINAL COST 

(A) (B) (C) 

COMPANY Summary RUCO Adjusted 
AS FILED Rate Base End of 

OCRBFVRB Adjustments Test Year 

$ 14,546,128 $ 25,531 $ 14,571,659 

Less: 
Accumulated Depreciation (4,788,167) $ (383) $ (4,788,550r 

Net Utility Plant in Service (L1 + L4) $ 9,757,961 $ 25,148 $ 9,783,109 

Advances in Aid of Construction $ (374,236) $ 374,236 $ 

Contribution in Aid of Construction (632,417) $ (423,623) $ (1,056,046) 
Accumulated Amortization ClAC 346,223 $ - $  346,223 

Net ClAC (LIO + L11) $ (286,194) $ (423,629) $ (709,823) 

Add: 
Allowance for Working Capital $ - $  - $  

Net Regulatory Asset (Liability) $ - $  - $  

Rounding $ (2) $ - $  

Total Rate Base (L6 + L8 + L13+L19) 

Columns (A), and (B) - Schedule RBM-3 
Columns (C) - Columns (A) + (B) 

$ 9,097,529 $ (24,245) $ 9,073,286 
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Water Division 
Final Schedule RBMS 

Page 1 of 2 

RATE BASE ADJUSTMENT NO. 1 
RECLASSIFICATION (AIAC) TO (CIAC) 

(4 (B) (C) 
COMPANY RUCO RUCO 
AS FILED ADJUSTMENT AS ADJUSTED 

$ 374,236 $ (374,236) $ 

LINE 
NO. DESCRIPTION 

1 AlAC as Company Filed 

2 RUCO Recommended AlAC Adjustment 

3 Net ClAC as Company Filed 

A 

5 

6 

RUCO Recommended ClAC Adjustment 

RUCO ClAC ADJUSTMENT CALCULATION: 

Company Net ClAC as Filed 

$ 374,236 

RUCOs Recommended Net AlAC Conversion to ClAC as Company Filed 

$ 632,418 $ (423,629) $ (1,056,047) 

Plus: 
Unpaid AlAC Refunds as Calculated by Company (See Co. Response to Staff Sewer DR CSB 1-12) 

$ (423,629) 

632,418 

374.236 

A9 393 

RUCO's Recommended Gross AlAC Conversion to ClAC Adjustment (Line 6 + Line 7) 

RUCO Recommended ClAC Adjustment (Line 8) 

$ 423,629 

$ (423,629) 
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Line 
No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
1 1  
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 

RATE BASE ADJUSTMENT NO. 2 
CAPITALIZE PREVIOUSLY EXPENSED ITEMS TO PLANT ACCOUNTS 

Reclass from Repairs and Maintneance Expense (see below) 

Capitalize Expensed Items to NARUC Plant Accounts: 
31 1 - Pumping Equipment 
320.2 - Solution Chemicals Feeders 
333 - Services 

Reclass from Repairs and Maintneance Expense (see below) 

Calculation of Accumulated Depreciation 
Total Reclass to UPlS 
Test Year Depreciation Rate 

Calculated Depreciation Expense 

$ 21,629 
3% 

$ 649 

One-Half Year Convention to Test Year Accumulated Depreciation $ 324 

Reclass from Contractural Services - Ennineerinq (see below) 

Capitalize Expensed Items to NARUC Plant Accounts: 
31 1 - Pumping Equipment 

Reclass from Contractural Services Expense 

Calculation of Accumulated Depreciation 
Total Reclass to UPIS 
Test Year Depreciation Rate 

Calculated Depreciation Expense 

$ 3.902 
3% 

$ 117 

Water Division 
Final RBM-6 
Page 2 of 2 

Amount 

$ 3,371 
2,566 
15,692 

$ 21,629 

$ 3,902 

$ 3,902 

One-Half Year Convention to  Test Year Accumulated Depreciation $ 59 

SUMMARY Account Number 
- 31 1 - 320.2 - 333 - Total 

Reclass from Repairs and Maintneance Expense $ 3,371 $ 2,566 $ 15,692 $ 21.629 
Reclass from Cokractural Services Expense $ 3,902 $ - $  $ 3,902 

TOTAL RECLASS FROM EXPENSE TO UPlS $ 7,273 $ 2,566 $ 15,692 $ 25,531 
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Page 1 of 1 

(A) (B) (C) (D) (E) 
COMPANY RUCO RUCO RUCO RUCO 

LINE AS TEST YEAR TEST YEAR PROP'D AS 
NO. DESCRIPTION FILED ADJMTS AS ADJ'TED CHANGES RECOMMD 

1 Revenues 
2 Metered Water Revenues 
3 Unmetered Water Revenues 
4 Other Water Revenues 
5 Total Revenues 
6 Operating Expenses 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 

35 

Salaries and Wages 
Salaries and Wages - Officers and Directors 
Employee Pensions and Benefits 
Purchased Water 
Purchased Power 
Chemicals 
Repairs and Maintenance 
Office Supplies and Expense 
Contractual Services - Engineering 
Contractual Services - Accounting 
Contractual Services - Legal 
Contractual Services - Other 
Contractual Services - Water Testing 
Rents - Equipment 
Transportation Expenses 
Insurance -Vehicle 
Insurance - General Liability 
Insurance -Worker's Comp 
Regulatory Commission Expense 
Regulatory Commission Expense - Rate Case 
Bad Debt Expense 
Miscellaneous Expense 
Depreciation Expense 
Taxes Other Than Income 
Property Taxes 
Income Tax 

Total Operating Expenses 

Operating Income 

$ 1,970,366 $ 1,970,366 566,048 $ 2,536,414 

7,261 7,261 7,261 
1,977,627 1,977,627 566,048 2,543,675 

220,827 
90,294 
64,900 

252,454 
16,721 

100,885 
67,321 
5.283 
3,067 

14,175 
54,797 
18.737 
3,203 

44,637 
17,464 
10,840 
1,009 
3,671 

50,000 
4,766 

15.934 
686,997 
40,883 

(83,209) 

(21,629) 

(3,902) 

(1 2,500) 

(6,354) 
(1 9,120) 

220,827 
7,085 

64,900 

252,454 
16,721 
79,256 
67,321 

1,381 
3,067 

14,175 
54,797 
18.737 
3,203 

44,637 
17.464 
10,840 
1,009 
3,671 

37,500 
4,766 
9,581 

667,877 
40,883 

220,827 
7,085 

64,900 

252.454 
16,721 
79,256 
67,321 

1,381 
3,067 

14,175 
54,797 
18.737 
3,203 

44,637 
17,464 
10,840 
1,009 
3,671 

37.500 
4,766 
9,581 

667,877 
40,883 

83,358 (6,851) 76,507 7,513 84,020 
(27.1 57) 27,157 

1,845,067 (126,408) 1,718,659 7,513 1,726,173 

132,561 126,408 258,968 558,535 817,502 

Column (A) and Column (B) - RBM-8 
Column (C) - Sum Column (A) + (B) 
Column (E) - Sum Column (C) + (D) 
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Pima Utility Company - Water Division 
Docket No. W-02199A-11-0329 et ai. 
Test Year Ended December 31. 2010 

Water Division 
Final Schedule RBM-10 

Page 1 

Line Acct 
- No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 

- No. 
301 
302 
303 
304 
305 
306 
307 
308 
309 
31 0 
31 1 
320 

320.1 
320.2 
330 

330.1 
330.2 
331 
333 
334 
335 
336 
339 
340 

340.1 
341 
342 
343 
344 
345 
346 
347 
348 

Description 
Organization Cost 
Franchise Cost 
Land and Land Rights 
Structures 8 Improvements 
Collecting & Impounding Reservoirs 
Lake, River, Canal Intakes 
Wells 8 Springs 
Infiltration Galleries 
Raw Water Supply Mains 
Power Generation Equipment 
Pumping Equipment 
Water Treatment Equipment 

Water Treatment Plants 
Solution Chemical Feeders 

Storage Tanks 
Pressure Tanks 

Distribution Reservoirs 8 Standpipes 

Transmission 8 Distribution Mains 
Services 
Meters 
Hydrants 
Backflow Prevention Devices 
Other Plant 8 Misc Equipment 
Office Furniture 8 Equipment 
Computers 8 Software 
Transportation Equipment 
Stores Equipment 
Tools, Shop & Garage Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communication Equipment 
Miscellaneous Equipment 
Other Tangible Plant 

OPERATING INCOME ADJUSTMENT NO. 1 
DEPRECIATION EXPENSE 

( 4  

Original 
Cost - 

97,637 
315,125 

606,699 

2,263,801 

58.255 

1 ,I 02,197 
73,937 

2,916,048 
4,709.148 

923,202 
887,381 

4,239 
28,479 
61,635 

134,506 

124,899 
238,939 

$ 14,546,128 

Contributions in Aid of Construction $ (1,056,046) 
Amortization Rate 4.9725% 

(W (C) 
ADJMT NO. 1 Adjusted 

Expense Original 
Reclass - Cost 

97,637 
31 5,125 

7.273 

2,566 

15,692 

606.699 

2,271,074 

60,821 

1 ,I 02.1 97 
73,937 

2,916,048 
4,724,840 

923,202 
887,381 

4,239 
28,479 
61,635 

134,506 

124,899 
238,939 

$ 25,531 $ 14,571,659 

(D) 

Proposed 
- Rates 

3.33% 
2.50% 
2.50% 
3.33% 
6.67% 
2.00% 
5.00% 

12.50% 

3.33% 
20.00% 

2.22% 
5.00% 
2.00% 
3.33% 
8.33% 
2.00% 
6.67% 
6.67% 
6.67% 

20.00% 
20.00% 
4.00% 

10.00% 
5.00% 

10.00% 
10.00% 
10.00% 

5.00% 

$ 

(E) 

Depreciation 
Expense 

10,494 

20,203 

283,884 

12,164 

24.469 
3,697 

58,321 
157,337 
76,903 
17,748 

283 
5,696 

12,327 

6,725 

6,245 
23,894 

720,389 

$ (52,512) 

Total Depreciation Expense $ 667,877 

Total Depreciation per Company $ 686,997 

$ (1 9.1 20) Test Year Decrease in Depredation and Amortization Expense 

Acct 31 I Acct 320.2 ACC 333 
Reclass from Repairs and Maintenance RBM-12 3,371 2,566 15,692 21,629 
Reclass from Contractual Services - Engineering RBM-13 3,902 3,902 

TOTAL RECLASSIFICATION by ACCOUNT 25,531 $ 7,273 $ 2,566 $ 15,692 $ 



Pima Utility Company -Water Division 
Docket No. W-02199A-11-0329, et al. 
Test Year Ended December 31,2010 

LINE 
NO. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 

OPERATING INCOME ADJUSTMENT 2 
PROPERTY TAXES 

ProDertv Tax Calculation 

RUCO Adjusted Test Year Revenues - RBM-7 
Multiplied by 2 
Subtotal (Line 1 Line 2) 
RUCO Adjusted Test Year Revenues - 2010 
RUCO Recommended Revenue, Per Schedule RBMJ 
Subtotal (Line 4 + Line 5) 
Number of Years 
Three Year Average (Line 5 I Line 6) 
Department of Revenue Multiplier 
Revenue Base Value (L8 X L9) 
Plus: 10% of CWlP - 
Less: Net Book Value of Licensed Vehicles 
Full Cash Value (LIO + L11 + L12)) 
Assessment Ratio 
Assessment Value (L13 X L14) 
Composite Property Tax Rate (per RUCO Effective Property Tax Calculation Analysis WP) 

RUCO Proposed Property Tax Expense (L15 X L16) 
Company Proposed Property Tax 

RUCO Test Year Adjustment (L16 - L17) 
Property Tax - RUCO Recommended Revenue (L15 X L16) 
RUCO Test Year Adjusted Property Tax Expense (LIB) 
Increase/(Decrease) to Property Tax Expense 

Increase/(Decrease) to Property Tax Expense 
increase in Revenue Requirement (L5 - L4) 
Increase /(Decrease) to Property Tax per Dollar increase in Revenue (L26 I L27) 

RUCO 
AS ADJUSTED 

$ 1,977,627 
2 

$ 3,955,255 
1,977,627 

$ 5,932,882 
3 

$ 1,977,627 
2 

$ 3,955,255 

112,709 
$ 3,842,546 

20.0% 
$ 768,509 

9.9552% 

$ 76,507 
83,358 

$ (6,851) 

Water Division 
Final Schedule RBM-11 

Page 1 

(B) 

RUCO 
RECOMMENDED 

$ 1,977,627 
2 

$ 3,955,255 

2,543,675 
$ 6,498,930 

3 
$ 2.1 66,310 

2 
$ 4,332,620 

112,709 
$ 4,219,911 

20.0% 
$ 843,982 

9.9552% 

$ 84.020 
76,507 

$ 7,513 

$ 7,513 
566,047 
1.3274% 



Pima Utility Company -Water Division 
Docket No. W-02199A-11-0329, et al. 
Test Year Ended December 31,2010 

Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 

OPERATING EXPENSE ADJUSTMENT NO. 3 
REPAIRS AND MAINTENANCE EXPENSE ADJUSTMENT 

Reclass from Repairs and Maintenance Expense (see below) 

Capitalize Expensed Items to NARUC Plant Accounts: 
31 1 - Pumping Equipment 
333 - Services 
320.2 - Solution Chemicals Feeders 

Reclass from Repairs and Maintenance Expense (see below) 

Calculation of Accumulated Depreciation 
Total Reclass to UPlS 
Test Year Depreciation Rate 

Calculated Depreciation Expense 

Water Division 
Final RBM-12 

Page 1 

Amount 

$ 3,371 
2,566 

15,692 

$ 21,629 

$ 21,629 
3% 

$ 649 

One-Half Year Convention to Test Year Accumulated Depreciation $ 324 

SUMMARY Account Number 
Total - - 31 1 - 320.2 - 333 

Reclass from Repairs and Maintenance Expense $ 3,371 $ 2,566 $ 15,692 $ 21,629 

TOTAL RECLASS FROM EXPENSE TO UPlS $ 3,371 $ 2,566 $ 15,692 $ 21,629 
$ 



Pima Utility Company -Water Division 
Docket No. W-02199A-11-0329, et al. 
Test Year Ended December 31.2010 

Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 

OPERATING EXPENSE ADJUSTMENT NO. 4 
CONTRACTURAL SERVICES - ENGINEERING 

Reclass from Contractual Services - Ensineerins (see below) 

Capitalize Expensed Items to NARUC Plant Accounts: 
31 1 - Pumping Equipment 

Reclass from Contractual Services Expense 

Calculation of Accumulated Depreciation 
Total Reclass to UPlS 
Test Year Depreciation Rate 

Calculated Depreciation Expense 

Water Division 
Final Schedule RBM-13 

Page 1 

One-Half Year Convention to Test Year Accumulated Depreciation $ 59 

S U PAM ARY Account Number 
31 1 - 

Reclass from Contractual Services Engineering Expense $ 3,902 

TOTAL RECLASS FROM EXPENSE TO UPlS $ 3,902 

Amount 

$ 3,902 

$ 3,902 

$ 3,902 
3% 

$ 117 



Pima Utility Company - Water Division 
Docket No. W-02199A-114329, et al. 
Test Year Ended December 31.2010 

Water Division 
Final Schedule RBM-14 

Page 1 

OPERATING INCOME ADJUSTMENT NO. 5 
RATE CASE EXPENSE ADJUSTMENT 

Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
12 
12 
13 
14 
15 
16 
17 
18 
I 9  
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 

(A) (B) (C) 
COMPANY RUCO RUCO 

DESCRIPTION ESTIMATE ADJUSTMENT AS ADJUSTED 

Rate Case Expense -Water Division $ 200,000 $ (50,000) $ 150,000 

Amortization Period - 3 years 

RUCO Rate Case Expense Recommended Per Year 

Rate Case Expense as filed By Company Per Year 

Rate Case Expense as Recommended by RUCO Per Year 

$ 50,000 

$ 37,500 

Rate Case Expense Adjustment $ 12,500 

4 

$ 37,500 



Pima Utility Company -Water Division 
Docket No. W-02199A-11-0329, et al. 
Test Year Ended December 31,201 0 

Line 
- No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 

OPERATING INCOME ADJUSTMENT NO. 6 
MISCELLANEOUS EXPENSE - BANK ANALYSIS FEES 

DescriDtion - Date 

JPMorgan Chase Bank 
JPMorgan Chase Bank 
JPMorgan Chase Bank 
JPMorgan Chase Bank 
JPMorgan Chase Bank 
JPMorgan Chase Bank 
JPMorgan Chase Bank 
JPMorgan Chase Bank 
JPMorgan Chase Bank 
JPMorgan Chase Bank 
JPMorgan Chase Bank 
JPMorgan Chase Bank 

Jan. 2010 
Feb. 2010 
Mar. 2010 
Apr. 2010 
May 201 0 
Jun. 2010 
Jul. 2010 
Aug. 2010 
Sep. 2010 
Oct. 2010 
Nov. 2010 
Dec. 2010 

Total Bank Charges Recorded 100% to Water Division (Per Staff DR 1.38) 

RUCO Miscellaneous Expense Adjustment to Water Division (Line 15 X -50%) 

RUCO Miscellaneous Expense Adjustment to Sewer Division (Line 15 X 50%) 

Water Division 
Final Schedule RBM-15 

Page 1 

Amount 

$ 1,067 
91 3 

1,097 
1,136 
1,069 
1,066 
1,015 
1,073 
1,080 
1,068 
1,007 
1 ,I 16 

$ 12,707 

[ $  6,354 1 

Per Company Data Response Bank Fees to be charged 50% to Water and50% to 
Waste Water. All were recorded to Water Division. 



Pima Utility Company - Water Division 
Docket No. W-02199A-11-0329, et al. 
Test Year Ended December 31,2010 

Water Division 
Final Schedule RBM-16 

Page 1 

OPERATING INCOME ADJUSTMENT NO. 7 
SHAREHOLDER SALARIES 

LINE 
NO. DESCRIPTION 

1 Salaries and Wages Expenses - Officer and Director 

(A) (B) (C) 
COMPANY RUCO RUCO 
AS FILED ADJUSTMENT AS ADJUSTED 

$ 90,294 $ 83,209 $ 7,085 

2 RUCO Adjustment I $  (83,209) 

RUCO OFFICER SALARY ADJUSTMENT CALCULATION: 

Company as Filed Salary and Wage Expense - Officer and Director $ 90,294 

Number of Hours Worked for Water Division per Company Response to Staff DR 1.29 56.68 

1,593 Hourly Chargeable Rate to Water Davison per Company Response to Staff 1.29 (L3 I L 4) $ 

RUCO Recommended Hourly Pay Rate 

RUCO Recommended Salary and Wage Expense (L4 X L6) 

$ 125 

$ 7.085 



Pima Utility Company - Water Division 
Docket No. W-02199A-11-0329, et al. 
Test Year Ended December 31,2010 

OPERATING INCOME ADJUSTMENT NO. 8,9,10 
INTENTIONALLY LEFT BLANK 

Water Division 
Final Schedule RBM-17 

Page 1 



Pima Utility Company -Water Division 
Docket No. W-02199A-11-0329, et at. 
Test Year Ended December 31,2010 

Water Division 
Final Schedule RBM-18 

Page 1 

OPERATING INCOME ADJUSTMENT NO. I 1  
INCOME TAX EXPENSE 

Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 

(A) (B) (C) 
COMPANY RUCO RUCO 

DESCRIPTION ESTIMATE ADJUSTMENT AS ADJUSTED 

Income Tax Expense $ (27,157) $ 27,157 $ 

RUCO Recommended Income Tax Expense $ 



Pima Utility Company - Water Division 
Docket No. W-02199A-11-0329, et al. 
Test Year Ended December 31,2010 

COST OF CAPITAL 

Water Division 
Final Schedule RBM-19 

Page 1 

(A) (B) (C) (D) 
WEIGHTED 

LINE DOLLAR CAPITAL COST COST 
NO. DESCRIPTION AMOUNT RATIO RATE RATE - 

1 Long-Term Debt 
2 
3 Common Equity 
4 
5 Total Capitalization 
6 
7 
8 WEIGHTED AVERAGE COST OF CAPITAL 

$ 6,125,000 22.53% 7.696% 1.73% 

21,063,072 77.47% 9.400% 7.28% 

$ 27,188,072 100.00% 

References: 
Columns (A) Thru (D): WAR Testimony 
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Pima Utility Company - Water Division 
Docket No. W-02199A-114329, et al. 
Test Year Ended December 31, 201 0 

Water Division 
Final Schedules Rate Design 

TABLE OF CONTENTS TO RBM RATE DESIGN SCHEDULES 

SCH 
NO. TITLE 

RESIDENTIAL RATE DESIGN 

RBM RD - 1 REVENUE COMPARISON - RESIDENTIAL 

RBM RD - 2 

RBM RD - 3 
RECOMMENDED RATES 

MONTHLY MINIMUM CHARGES 

RBM RD - 4 

RBM RD -5 

BILLING ANALYSIS - PRESENT RATES 

BILLING ANALYSIS -RUCO RECOMMENDED 

RBM RD - 6 

RBM RD - 7 

RUCO RECOMMENDED CHANGES IN DOLLARS 

REVENUE BY METER SIZE 

REM RD - 1 

REM RD - 2 

RBM RD - 3 

RBM RD - 4 

RBM RD -5 

RBM RD - 6 

RBM RD - 7 

RBM RD - 1 

REM RD - 2 

RBM RD - 3 

RBM RD - 4 

RBM RD -5 

COMMERCIAL RATE DESIGN 

REVENUE COMPARISON - COMMERCIAL 

RECOMMENDED RATES 

MONTHLY MINIMUM CHARGES 

BILLING ANALYSIS - PRESENT RATES 

BILLING ANALYSIS -RUCO RECOMMENDED 

RUCO RECOMMENDED CHANGES IN DOLLARS 

REVENUE BY METER SIZE 

IRRIGATION RATE DESIGN 

REVENUE COMPARISON - IRRIGATION 

RECOMMENDED RATES 

MONTHLY MINIMUM CHARGES 

BILLING ANALYSIS 

REVENUE BY METER SIZE 
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Pima Utiiity Company - Water Division 
Test Year Ended December 31,2010 
Recommended Rates - Residential 

LINE rn 
1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 

25 
26 
27 
28 
29 

30 
31 
32 
33 
34 
35 
36 
37 
38 

39 
40 
41 
42 

43 
44 
45 
46 

47 
48 
49 

50 
51 
52 

DESCRIPTION 

RECOMMENDED MONTHLY MINIMUM USAGE CHARGE: 

(Residential Customers) 
518 X 3 4  - INCH 
314 - INCH 
1 - INCH 
1 112 - INCH 
2 - INCH 
3 - INCH 
4 - INCH 
6 - INCH 
8 - INCH 

10 - INCH 

GALLONS INCLUDED IN MONTHLY MINIMUM USAGE CHARGE: 

(Residential Customers) 

RECOMMENDED COMMODITY FATES BY METER SIZE 

518 X 3/4 - INCH 
COMMODITY RATE (PER 1,Mx) GAL. OVER MINIMUM) - ZERO TO 4,000 GALLONS: 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - 4.001 TO 10,000 GALLONS: 
COMMODITY RATE (PER 1.000 GAL. OVER MINIMUM) - OVER 10,ooO GALLONS: 

314 - INCH 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - ZERO TO 4,000 GALLONS: 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - OVER 10,000 GALLONS: 
COMMODITY RATE (PER 1,OOO GAL. OVER MINIMUM) - OVER 10,000 GALLONS: 

1 - INCH 
COMMODITY RATE (PER 1 ,ooO GAL. OVER MINIMUM) - ZERO TO 25,000 GALLONS: 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - OVER 25.000 GALLONS: 

1 1/2 - INCH 
COMMODITY RATE (PER 1.000 GAL. OVER MINIMUM) - ZERO TO 50,000 GALLONS: 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - OVER 50.000 GALLONS 

2 - INCH 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - ZERO TO 80,000 GALLONS 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - OVER 80,000 GALLONS: 

3 - INCH 
COMMODITY RATE (PER 1.000 GAL. OVER MINIMUM) - ZERO TO 180,000 GALLONS: 
COMMODIN RATE (PER 1.ooO GAL OVER MINIMUM) - OVER 180.000 GALLONS: 

4 - INCH 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - ZERO TO 250,000 GALLONS: 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - OVER 250.000 GALLONS: 

6 - INCH 
COMMODITY RATE (PER 1.000 GAL. OVER MINIMUM) - ZERO TO 500,000 GALLONS: 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - OVER 50,000 GALLONS 

Docket No. W-02199A-11-0329 et al. 
Summary Schedule REM RD - 2 

PRESENT COMPANY RUCO 
RATES PROPOSED PROPOSED 

$ 5.70 $ 7.36 $ 6.17 
$ 5.70 $ 7.36 $ 6.17 
$ 16.00 $ 20.67 $ 17.47 
$ 21.00 $ 27.13 $ 22.92 
$ 26.00 $ 33.59 $ 28.40 
$ 40.00 $ 51.68 $ 43.75 
$ 52.00 $ 67.18 $ 56.90 
$ 100.00 $ 129.20 $ 109.51 
$ -  $ -  $ -  
$ -  $ -  $ -  

1,000 

0.92 $ 0.96 $ 0.91 
1.08 $ 1.36 $ 1.25 

$ 1.86 $ 1.67 

$ 0.92 $ 0.96 $ 0.89 
$ 1.08 $ 1.36 $ 1.23 
$ -  $ 1.86 $ 1.66 

$ 0.92 $ 1.36 $ 1.25 
$ 1.08 $ 1.86 S 1.67 

$ 0.92 $ 1.36 $ 1.25 
$ 1.08 $ 1.86 $ 1.67 

$ 0.92 $ 1.36 $ 1.25 
$ 1.08 $ 1.86 $ 1.67 

$ 0.92 $ 1.36 $ 1.25 
$ 1.08 $ 1.86 $ 1.67 

$ 0.92 $ 1.36 $ 1.25 
$ 1.08 $ 1.86 $ 1.67 

$ 0.92 $ 1.36 $ 1.25 
$ 1.08 $ 1.85 $ 1.66 
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Pima Utility Company - Waler Division 
Test Year Ended December 31,2010 
Recommended Rates - Commercial 

Docket No. W-02199A-11-0329 et al. 
Summary Schedule REM RD - 2 

LINE 
- NO. 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 

24 
25 
26 
27 
28 

29 
30 
31 
32 

33 
34 
35 
36 

37 
38 
39 
40 

41 
42 
43 
44 

45 
46 
47 
48 

49 
50 
51 
52 

DESCRIPTION 

RECOMMENDED MONTHLY MINIMUM USAGE CHARGE 

(Commercial Customers) 
38 X 3 4  - INCH 
3 4  - INCH 
1 - INCH 
1 112 - INCH 
2 - INCH 
3 - INCH 
4 - INCH 
6 - INCH 
8 - INCH 

10 - INCH 

GALLONS INCLUDED IN MONTHLY MINIMUM USAGE CHARGE: 

(Commercial Customers) 

RECOMMENDED COMMODITY RATES BY METER SIZE 

518 X 314 - INCH 
COMMODITY RATE (PER 1,OOO GAL. OVER MINIMUM) - 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - 

314 - INCH 
COMMODITY RATE (PER 1.000 GAL. OVER MINIMUM) - 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - 

1 - INCH 
COMMODITY RATE (PER 1,OOO GAL. OVER MINIMUM) - 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - 

1 112 -INCH 
COMMODITY RATE (PER 1,OOO GAL. OVER MINIMUM) - 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - 

2 - INCH 
COMMODITY RATE (PER 1 ,OOO GAL. OVER MINIMUM) - 
COMMODIN RATE (PER 1,000 GAL. OVER MINIMUM) - 

3 - INCH 
COMMODITY RATE (PER 1 ,OOO GAL. OVER MINIMUM) - 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - 

4 - INCH 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - 
COMMODITY RATE (PER 1 .OOO GAL. OVER MINIMUM) - 

6 - INCH 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - 

ZERO TO 
OVER 

ZERO TO 
OVER 

ZERO TO 
OVER 

ZERO TO 
OVER 

ZERO TO 
OVER 

ZERO TO 
OVER 

ZERO TO 
OVER 

ZERO TO 

10,OOO GALLONS: 
10,000 GALLONS: 

10,000 GALLONS: 
10,000 GALLONS: 

25,000 GALLONS: 
25,000 GALLONS: 

50,wO GALLONS 
50,000 GALLONS: 

80,MM GALLONS 
80,000 GALLONS: 

160,000 GALLONS: 
160.000 GALLONS: 

250,000 GALLONS: 
250,000 GALLONS: 

500,000 GALLONS: 
OVER 500.000 GALLONS: 

PRESENT COMPANY RUCO 
RATES PROPOSED PROPOSED 

$5.70 
5.70 

16.00 
21 .00 
26.00 
40.00 
52.00 

100.00 

$7.36 $6.24 
7.36 6.24 

20.67 17.52 
27.13 22.99 
33.59 28.47 
51.68 43.80 
67.18 56.94 

129.20 109.50 

0.92 
1.08 

0.92 
1.08 

0.92 
1.08 

0.92 
1.06 

0.92 
1.08 

0.92 
1.08 

0.92 
1.08 

0.92 
1.08 

1.36 
1.86 

0.96 
1.36 

1.36 
1.86 

1.36 
1.86 

1.36 
1.86 

1.36 
1.86 

1.36 
1.86 

1.36 
1.86 

1.22 
1.65 

0.89 
1.22 

1.22 
1.65 

1.22 
1.65 

1.22 
1.65 

1.22 
1.65 

1.22 
1.65 

1.22 
1.65 
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Pima Utility Company - Water Division 
Test Year Ended December 31, 2010 
Recommended Rates- Irrigation 

LINE 
- NO. 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 

DESCRIPTION 

RECOMMENDED MONTHLY MINIMUM USAGE CHARGE: 
All Sizes 

GALLONS INCLUDED IN MONTHLY MINIMUM USAGE CHARGE: 

RECOMMENDED COMMODITY RATES BY METER SIZE 

All Sizes 
COMMODITY RATE (All Gallons) 

Docket No. W-02199A-114329 et al. 
Summary Schedule RBM RD - 2 

PRESENT COMPANY RUCO 
RATES PROPOSED PROPOSED 

180.00 232.50 197.23 

100.000 

$ 0.36 $ 0.70 $ 0.50 



s 
Lo 
h 

m 

m 
h 
n! - 
m 
h 
n! 
m 
v 

s 
d 
h 

(v 

? 

0 

(v 
Ln 

Lo 

0 

(v m 
(v 

Lo 

0 0 9 0 
0 9 

0 2 0 
r 



Pima Utility Company -Water Division 
Test Year Ended December 31,2010 
Billing Analysis Present and RUCO Recommended - Irrigation 

Billinq Analysis 

LINE CONSUMPTION 
- NO. IN GALLONS 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 

0 
1,000 
2,000 
3,000 
4,000 
5,000 
6,000 
7,000 
8,000 
9,000 

10,000 
15,000 
20,000 
25,000 
50,000 
75,000 

100,000 
125.000 
150.000 
175,000 
200,000 
250,000 
500,000 

1,000,000 
2,000,000 
3,000,000 
4,000,000 
5,000,000 

AVG. NO. OF CUST: 

AVG. USE (GAL.): 
MONTHLY BILL: 

MEDIAN USE (GAL.) : 
MONTHLY BILL: 

(A) 

PRESENTRATES 

$180.00 
180.00 
180.36 
180.72 
181.08 
181.44 
181.80 
182.16 
182.52 
182.88 
183.24 
185.04 
186.84 
188.64 
197.64 
206.64 
215.64 
224.64 
233.64 
242.64 
251.64 
269.64 
359.64 
539.64 
899.64 
1259.64 
1619.64 
1979.64 

4 

15,854,381 
$5,887.22 

8,864.900 
$3,371.00 

Docket No. W-02199A-11-0329 et al. 
Summary Schedule RBM RD - 4 

RUCO REOMMENDED 

$197.23 
197.23 
197.73 
198.23 
198.73 
199.23 
199.73 
200.23 
200.73 
201.23 
201.73 
204.23 
206.73 
209.23 
221.73 
234.23 
246.73 
259.23 
271.73 
284.23 
296.73 
321.73 
446.73 
696.73 
11 96.73 
1696.73 
2196.73 
2696.73 

4 

vi,a54,381 
$8,123.92 

8,864.900 
$4.629.1 8 
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EXECUTIVE SUMMARY 

Pima Utility Company (“Pima” or ‘Company”) is a Class B public service 
water and wastewater corporation organized as an S corporation under 
Subtitle A, Chapter 1, Subchapter S of the Internal Revenue Code. The 
Company serves approximately 10,188 water customers in portions of 
Maricopa County, Arizona. 

The Residential Utility Consumers Office (RUCO) has reviewed Pima’s 
rebuttal testimony as it pertains to the water division and has made 
several adjustments based on additional information provided by the 
Company. The following tables present the rate base and the proposed 
gross revenue increase, for Pima’s Water Division as initially filed in the 
Company’s Application, their adjusted rate base and increase in gross 
revenue as proposed in their rebuttal testimony and RUCO’s surrebuttal 
recommendations. 

Fair Value Rate Base 

Company Company RUCO 
Direct Rebuttal Surrebuttal 

Application Filing Recommendations 
$9,097,529 $9,073,324 $9,073,286 

In their rebuttal testimony the Company is requesting an 8.29% rate of 
return on the Fair Value Rate Base (FVRB) of $9,073,324 shown above, 
while RUCO is recommending a 7.58% rate of return on its recommended 
rate base of $9,073,286. 

Increase in Gross Revenue Requirements 

Company 
Direct 

Application 
$1,023,565 

Company RUCO 
Rebuttal Surrebuttal 
Filing Recommendations 

$71 3,480 $41 6,636 

51.76% Increase 36.08% Increase 21.07% Increase 

After reviewing the Company’s rebuttal filing RUCO agrees with several of 
the adjustments that the Company has proposed. Specific adjustments 
that RUCO and the Company do not agree include salaries officers and 
directors, income tax recoveries and the required rate of return on the fair 
value rate base. 

I 



Surrebuttal Testimony of Robert B. Mease 
'ima Utility Company 
locket No. W-02199A-11-0329 et al. 

Using RUCO's surrebuttal revenue requirement and rate design, the 
average residential 518 x 314 meter customer would have a typical bill of 
$1 1.99 which is $1.33 or 12.48% higher than the current bill of $10.66. 
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NTRODUCTION 

2. 

4. 

1. 

I. 

1. 

4. 

Please state your name, position, employer and address. 

My Name is Robert B. Mease. I am a Public Utilities Analyst V employed 

by the Residential Utility Consumer Office (“RUCO”) located at 11 10 W. 

Washington, Suite 220, Phoenix, Arizona 85007. 

Have you previously provided testimony regarding this docket? 

Yes. I filed testimony on this docket on March 27, 2012. 

What is the purpose of your surrebuttal testimony? 

My surrebuttal testimony will address the Company’s rebuttal proposals 

and comments pertaining to adjustments I recommended in my direct 

testimony. I will also present additional adjustments to test year operating 

income items resulting from additional information provided by the 

Company in its rebuttal testimony. 

iEVENUE REQUIREMENTS 

1. Can you please summarize the results of RUCO’s analysis of the 

Company’s rebuttal testimony and identify RUCO’s surrebuttal 

recommended revenue requirements? 

1 
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4. RUCO’s summarized revenue requirements for the Company’s Water 

Division is as follows: 

REVENUE 
Requirement Increase Percent 

Company Direct $3,001,192 $1,023,565 51.76% 

Company Rebuttal $2,691,108 $ 713,480 36.08% 

RUCO Direct $2,543,675 $ 566,048 28.62% 

RUCO Surrebuttal $2,394,262 $ 416,636 21.07% 

SUMMARY OF SURREBUTTAL TESTIMONY 

Q. 

A. 

Q. 

A. 

What areas will you address in your surrebuttal testimony? 

My surrebuttal testimony will address RUCO’s recommended rate base 

and operating income adjustments for the Company’s Water Division. 

Please identify the exhibits you are sponsoring in your surrebuttal 

testimony. 

I am sponsoring schedules numbered RBM-1 through RBM-I9 for the 

determination of the water division’s revenue requirement and schedules 

RBM RD-1 through RBM RD-7 for the establishment of the recommended 

rate design for residential and commercial ratepayers. I am also 

sponsoring schedules RBM RD-1 through RBM RD-5 for the irrigation 

ratepayers. 

2 
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SUMMARY OF ADJUSTMENTS 

2. 

4. 

After reviewing the Company's rebuttal testimony, did RUCO and the 

Company find areas of agreement? 

Yes. RUCO and the Company are in agreement on several of the 

recommendations made by RUCO for the Water Division including the 

following: 

Rate Base Adjustment # I  - Convert Advances In Aid of Construction 

(AIAC) to Contribution in Aid of Construction (CIAC) 

Rate Base Adjustment #2 - Capitalize an Expensed Plant Item 

Operating Income Adjustment # I  - Depreciation Expense 

Operating Income Adjustment #2 - Property Tax Expense 

Operating Income Adjustment #3 - Remove Repairs and Maintenance 

Expense That Should Have Been Capitalized 

Operating Income Adjustment #4 - Remove Contractual Services 

Expense - Engineering That Should Have Been Capitalized 

Operating Income Adjustment #6 - Miscellaneous Expense - Banking 

Fees 

3 
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2. 

i. 

7. 

4. 

Can you please identify those adjustments recommended by RUCO 

that were not accepted by the Company? 

Yes. The adjustments recommended by RUCO and not accepted by the 

Company include the following: 

Operating Income Adjustment #5- Rate Case Expense 

Operating Income Adjustment #7 - Salaries and Wages Officers 

Operating Income Adjustment # I  1 - Income Tax Expense 

Were there additional adjustments made by the Company's Water 

Division in its surrebuttal testimony that are being adopted by 

RUCO? 

Yes. There are three additional adjustments that were made by the 

Company in its rebuttal testimony that are being accepted by RUCO 

including the following: 

Operating Expense Adjustment #3 - Repairs and Maintenance Expense - 

Tree Removal Normalization 

Operating Expense Adjustment #8 - Contractual Services - Testing 

SURREBUTTAL RATE BASE ADJUSTMENTS 

Rate Base Adjustment #I - Convert Advances in Aid of Construction 

{AIAC) to Contribution in Aid of Construction (CIAC 

The Company proposed a reclassification from Advances In Aid of 

Construction (AIAC) to Contributions in Aid Construction (CIAC) due to the 

4 
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bankruptcy of a large developer. RUCO accepted the Company’s 

reclassification in its testimony. 

Rate Base Adiustment #2 - Capitalize an Expensed Plant Item 

The Company charged to Repairs and Maintenance Expense, $21,629, 

and Contractual Services - Engineering Expense costs, $3,902, that are 

more appropriately Utility Plant in Service (UPIS) and should be included 

in rate base. The Company accepts RUCO’s recommendation to 

reclassify these expenses and have adjusted rate base accordingly. 

SURREBUTTAL OPERATING INCOME ADJUSTMENTS 

Q. 

4. 

Can you please summarize RUCO’s operating income adjustments in 

your testimony? 

In summary the adjustments to operating income RUCO is recommending 

includes the following: 

Operating Income Adiustment #I- Depreciation Expense 

The adjustment recalculates Depreciation Expense based on RUCO’s 

recommended plant level. The Company agrees with RUCO’s 

recommendation depreciation expense. 

Operating Income Adiustment #2 - Propertv Taxes 

The adjustment reduces property tax expense by $6,167 and is related to 

the elimination of “parcels” from the property tax calculation. 

5 
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Operating Income Adjustment #3 - Remove Repairs and Maintenance 

ExpenseThat Should Have Been Capitalized 

The adjustment reduces Repairs and Maintenance Expenses by $21,629 

related to costs more appropriately charged to UPIS and $7,860 for the 

normalization of tree cutting expense. 

Operating Income Adjustment #4 - Remove Contractual Services 

Expense - Engineering That Should Have Been Capitalized 

The adjustment reduces Contractual Services Expense - Engineering by 

$3,902 also related to costs more appropriately charged to UPIS. 

Operating Adjustment #5 - Rate Case Expense 

This adjustment reflects RUCO's $1 50,000 recommended level of rate 

case expense, to be normalized over four years. The adjustment 

decreases the Company-proposed level of annual rate case expense by 

$12,500 for an annual rate case expense of $37,500. 

Operating Income Adjustment #6 - Miscellaneous Expense - Bankinq 

Fees 

Miscellaneous Expense related banking fees is reduced by $6,354. 

Banking fees are to be charged fifty percent to the water division and fifty 

percent to the wastewater division. However, all fees were recorded as an 

expense on the books of the water division. The appropriate adjustment is 

being made to reflect a reduction in this expense item. 

6 
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Operating Income Adiustment #7 - Salaries and Wages Officers 

The annual salary paid to Mr. Robson, Chairman of the Board, is 

excessive compared to CEO executives within the industry. In their 

rebuttal testimony Pima reduced its salary request from $90,294 to 

$40,198 for Mr. Robson and further stated that he does not keep time 

sheets as was previously reported. The Company is also making the 

same salary payments to Mr. Robson in the wastewater division. 

Operating Income Adiustment #8 - Contractual Services - Water Testinq 

Expense 

The Company recorded $9,812 as water testing expense for the water 

division that was related to the wastewater division’s recharge well. The 

appropriate adjustments have been recorded for both of the Company’s 

divisions. 

Operating Income Adiustment #9 - Intentionally Left Blank 

Operatinq Income Adiustment # I  0 - lntentionallv Left Blank 

Operating Income Adiustment # I  1 - Income Tax Expense 

The Company had recorded an income tax expense in its rebuttal 

testimony when in fact the Company pays no income tax. RUCO’s Chief of 

Accounting and Rates, Mr. Rigsby, will discuss income tax allowances in 

his direct testimony. 

7 
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3ate Design Summary 

1. 

4. 

3. 

9. 

Can you please explain the Water Divisions rate classifications? 

The Water Division’s rates are classified into residential, commercial and 

irrigation. The Company has requested an increase for residential 

customers of 41.24 percent, an increase of 55.19 percent increase for 

commercial customers and an increase of 91.47 percent for its irrigation 

customers. 

What are RUCO’s recommended increases by customer 

classification? 

RUCO is recommending an increase to residential customer’s rates of 

16.67 percent, an increase of 30.25 percent to commercial customers and 

an increase of 27.77 percent to the Company’s irrigation customers. 

RATE BASE ADJUSTMENTS 

Q. 

4. 

Is RUCO recommending any changes to the Company’s proposed 

rate base? 

Yes. RUCO has recommended two rate base adjustments and the 

Company is in agreement with both recommendations. 

8 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Rate Base Adjustment # I  - Convert Advances in Aid of Construction 

(AIAC) to Contribution in Aid of Construction (CIAC). 

Can you please explain the adjustment that converts the balance in 

the Company’s AlAC to CIAC? 

Due to the bankruptcy of the developer, Pima has been unable to pay the 

refunds due to a developer and is unaware of a successor entity to which 

payments can be made. Since it is unlikely that Pima will ever be able to 

actually pay the amounts due, Pima has requested the elimination of the 

account payable to the developer and reclassify the full amount of the 

original advance to Contributions in Aid of Construction. 

Does RUCO agree with the Company’s request to reclassify the AlAC 

balance to CIAC? 

Yes. 

What adjustment did you make to convert the AlAC to CIAC? 

RUCO reversed the existing balance remaining in AlAC of $374,236 and 

included it in CIAC. In addition Pima calculated $49,353 due to the 

developer in 2010 but due to bankruptcy of the developer has been unable 

to pay the refunds. There is no successor to the bankrupt developer. 

RUCO believes as does the Company‘ that the remaining funds of 

$374,236 as well as the $49,353 established as a payable to the 

’ See Company Response to Staff Data Request CSB 1-1 1 
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developer, for a total of $423,589, be transferred to CIAC. Pima is 

requesting a Staff recommendation including the appropriate accounting 

order to reclassify this AlAC to a more appropriate CIAC non-refundable 

account . 

9. 

4. 

Q. 

A. 

Rate Base Adjustment #2 - Capitalize Expensed Items to Plant 

Is RUCO recommending other adjustments to the Company’s 

adjusted test year rate base? 

Yes. While providing details to respond to a data request the Company 

identified Repairs and Maintenance Expense and Contractual Services 

Expense - Engineering, the Company identified $21,629 and $3,902 

respectively, which were inappropriately classified to expense rather than 

UPIS. 

Does RUCO agree with the reclassification of these expenses? 

Yes. RUCO and the Company have come to agreement on this 

reclassification and have recorded the appropriate adjustments. 

OPERATING INCOME ADJUSTMENTS 

Q. Can you please explain the operating income adjustments that RUCO 

is recommending in your surrebuttal testimony? 

After performing a review of the Company’s filing and rebuttal testimony 

RUCO is recommending the following adjustments. 

A. 

10 
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Operating Income Adiustment # I  - Depreciation Expense 

Q. 

4. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Have you made any changes to the Company's adjusted test year 

depreciation expense? 

Yes, as a result of reclassifying, during the test year, Repairs and 

Maintenance Expense of $21,629 and Contractual Services Expense - 

Engineering of $3,902, from expense to UPIS, Depreciation Expense has 

been increased to $1,936. 

Have you recommended any adjustments resulting from the 

reclassification from AIAC to ClAC that RUCO is recommending? 

Yes, RUCO has proposed an increase of $21,065 related to the 

amortization of the additional ClAC as previously discussed. 

What is the result of these two adjustments? 

As shown on Schedule RBM-10 the net effect of the two adjustments is a 

reduction in total Depreciation Expense of $1 9,120. 

Operating Income Adiustment #2 - Property Tax Expense 

Did RUCO recommend an adjustment to Property Tax Expense for 

the Water Division as filed by the Company? 

Yes, RUCO is recommended a reduction in test year Property Tax 

Expense of $6,851. There are two separate adjustments that make up the 

total amount of the reduction. 

I 1  
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2. 

4. 

2. 

4. 

Q. 

4. 

Q. 

Can you please explain the first adjustment? 

The first adjustment of $6,167 is related to what the Company has 

included in their property tax adjustment titled “Tax on Parcels.” Based on 

prior testimony before the Commission tax on parcels is not to be included 

in the property tax calculation. The Company agrees with RUCO’s 

recommendation and has reduced their property tax adjustment by 

$6,167. 

What is the second adjustment that RUCO is proposing? 

RUCO was proposing a reduction in the composite property tax rate from 

10.0442 percent to 9.9952 percent. This small reduction in percentage 

reduced property tax expense by $684. 

Has RUCO changed their recommendation on its second adjustment 

related to property tax expense? 

Yes. After further review RUCO has withdrawn this adjustment and 

recommends that property tax be reduced by the tax on parcels and as 

previously stated, the Company agrees with RUCO’s recommendation. 

Operating Income Adiustment #3 - Remove Repairs and Maintenance 

Expense Reclassified to UPlS 

Can you please explain the adjustment that you are making to 

Repairs and Maintenance Expense? 

12 
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4. 

Q. 

A. 

Q. 

A. 

Q. 

Yes. As previously discussed in Rate Base Adjustment #2, the Company 

recorded $21,629 in Repairs and Maintenance Expense that should be 

more appropriately classified as UPIS. 

Operating Income Adjustment #I4 - Contractual Services Expense - 

Engineering Reclassified to UPIS 

Can you please explain the adjustment that you are recommending 

to Contractual Services Expense - Engineering? 

Yes. As previously discussed in Rate Base Adjustment #2, the Company 

recorded $3,902 in Contractual Services Expense - Engineering that 

should be more appropriately classified as UPIS. 

Do you agree with the reclassification of both Repairs and 

Maintenance Expense and Contractual Services Expense 

Engineering to U PIS? 

Yes. After reviewing the nature of these expenses they should have been 

accounted for a UPIS. The Company is in agreement with the 

reclassification and has recorded the appropriate adjustment in its rebuttal 

testimony. 

Operating Income Adjustment #5 - Rate Case Expense 

Has RUCO made an adjustment to Pima's requested level of rate 

caseexpense? 

13 
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4. 

Q. 

4. 

Yes. RUCO has reduced Pima’s requested total level of rate case 

expense of $200,000 by $50,000 for a total rate case expense of 

$1 50,000 or 37,500 per year over a four-year period. RUCO believes that 

the amount requested by the Company is excessive and should not be 

paid by the rate payer. 

Are there any other issues regarding rate case expense that RUCO 

wants to address? 

Yes. RUCO is concerned that traditional rate recovery for rate case 

expense is an inequitable solution for Pima. Normally, rate case expense 

is amortized over a short period of years that is reflective of the typical 

amount of time a utility stays out between rate cases. However, Pima 

does not come in for rate cases very often. The water division filed its last 

rate case with a test year ending December 31, 1992 while the 

wastewater division’s last rate case was filed with a test year ending 

December 31, 1997. 

If history repeats itself and it normally does, a long stay out would result in 

a windfall to the Company since rate case expense is a non-recurring 

expense and will be collected through rates until the Company’s next rate 

case. 

14 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

;urrebuttal Testimony of Robert B. Mease 
’irna Utility Company 
locket No. W-02199A-11-0329 et ai. 

7. 

4. 

What does RUCO recommend to prevent or curtail that event from 

happening in the future? 

If the Commission finds that the typical four year normalization period is 

not appropriate in this case, RUCO offers three different options that 

would prevent the above scenario from happening. First, a surcharge for 

rate case expense could be applied as a separate line item on the 

customers’ bill. When the rate case expense authorized in this proceeding 

has been fully collected through the surcharge, the surcharge would be 

eliminated and nothing but base rates would apply going forward. 

The second option is to extend the normalization period to ten years. This 

option would lower rates. If the Company were to file a rate case prior to 

fully collecting the authorized rate case expense, RUCO recommends that 

the Company be granted a deferred accounting order, which would allow 

Pima to amortize the remaining unrecovered expense over some period of 

time. This option completely eliminates the possibility of under-collecting 

the authorized level of rate case expense. 

The third option simply reduces the Company’s level of authorized 

case expense with no deferred accounting order. 

ate 

Of the three options, RUCO prefers the second option. Increasing the 

normalization will ameliorate the rate impact on ratepayers. It will further 

15 
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avoid the often unfavorable response of the public to a surcharge. Finally, 

while RUCO would not object to a reduction in the overall rate case 

expense, it is recommending. RUCO will reserve its right to further 

explore this option in coming up with a final recommendation as to a 

reasonable amount of rate case expense. 

7. 

4. 

Q. 

4. 

Q. 

A. 

Operating Income Adjustment #6 - Miscellaneous Expense Bank Fees 

Will you please explain your adjustment to Banking Fees? 

Yes. RUCO identified banking fees of $6,354 recorded as miscellaneous 

expense that should have been charged to the wastewater division and 

recommended that the appropriate adjustment be recorded. 

Did the Company agree with RUCO’s recommendation? 

Yes. The Company agrees with RUCO’s recommendation and made the 

adjustment in its rebuttal testimony. 

Operating Income Adiustment #7 - Salaries and Wages Officers 

Does RUCO continue to recommend an adjustment to salaries paid 

to officers even though the Company has reduced their requested 

salary for Mr. Robson from $90,294 to $40,198.? 

Yes. RUCO continues to believe that $40,198 is an excessive salary paid 

to the Chairman of the Board based on the Company’s reporting that he 

worked 56.68 hours for the Water Division. 
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Q. 

A. 

Q. 

A. 

Q. 

How did you become aware that he reported 56.68 hours as working 

for the Water Division? 

The Company’s response to data request, for salary and wage details, 

provided a Schedule of Names, Titles and Burden by General Ledger 

Account of all individual’s salary and wages charged to the water and 

wastewater divisions. Included on the salary schedule were the names of 

all individuals and the number of hours charged to the each division for the 

entire year. Included on the schedule was Mr. Robson, E.J., his title as 

Chairman of the Board, the number of hours charged to the division, 

56.68, and gross salary paid of $90,294. 

Do you agree with Mr. Soriano’s rebuttal testimony that Mr. Robson 

does not keep timesheets? 

I don’t know if Mr. Robson keeps timesheets or not. However, in Mr. 

Soriano’s testimony he stated “Earlier in this rate case we provided a 

schedule that indicated the number of hours recorded in the payroll 

system for each employee. The hours recorded for Mr. Robson does not 

accurately reflect the hours he spent for Pima.” 

Why does RUCO continue to question the hours worked by Mr. 

Robson and identified on the payroll schedule provided in the data 

request? 

17 
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4. 

2. 

4. 

Q. 

A. 

Q 

A. 

It comes down to the reliability placed on information provided by the 

Company. If RUCO can’t rely on the hours worked by Mr. Robson, how 

can we accept as being correct the hours reported by other employees on 

the payroll schedule. 

Does RUCO continue to recommend an adjustment for Salaries and 

Wages Officers paid by the water division? 

Yes. RUCO is recommending a salary of $7,085. RUCO’s 

recommendation is based on the number of hours reported multiplied by 

$125 per hour. The hourly rate of $125 is based on a comparable CEO of 

a Class A Water Company within the local area. 

Operatinq Income Adiustment #8 - Contractual Services - Water Testing 

Expense 

Did the Company record $9,812 as water testing expense for the 

water division that was related to the wastewater division’s recharge 

well. 

Yes. As identified by the Staff engineering review there was an error in 

recording water testing expense to the wrong division. 

Did the Company agree to correct this error? 

Yes. The Company agreed with and the appropriate adjustments have 

been. 

18 
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lperatinq Income Adiustment #9 and # I  0 - Intentionally Left Blank 

a. 

4. 

3. 

4. 

Operatinq Income Adjustment #I 1 - Income Tax Expense 

Can you please explain the adjustment you made to Income Tax 

Expense? 

Yes. This adjustment removes the Company's pro forma adjustment for 

the recovery of income taxes. The Company does not pay income taxes, 

consequently, is not entitled to recovery. Mr. Rigsby, will discuss income 

tax allowances in his direct testimony. 

Does this conclude your surrebuttal testimony on the revenue 

requirements on Pima. 

Yes it does. 
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WTE DESIGN 

2. 

4. 

Q. 

A. 

Q. 

A. 

Can you please summarize RUCO’s rate design for Pima Utilities 

Water Division? 

Based on my analysis of the Company’s rate application and 

determination of recommended revenues, RUCO is recommending a rate 

structure for the three classes of ratepayers as follows: 

Company Present RUCO 
Revenues Revenues YO Change 

*Residential $1,391,693 $1,623,622 16.67% 

Commercial $ 274,663 $ 357,765 30.25% 

Irrigation $ 317,458 $ 405,614 27.77% 

Can you please describe RUCO’s rate design? 

RUCO’s rate design essentially mirrors the company proposed two and 

three-tiered, inverted block rate design which captures approximately 

44.12 percent of total revenue through the monthly minimum charge for 

residential ratepayers. 

What would a typical monthly bill be for a 5/8 x 3/4 inch meter 

residential customer under RUCO’s recommended rates? 

Under RUCO’s recommended residential rates, a 5/8 x 3/4 inch meter 

using an average of 6,395 gallons per month, would have a typical 

* See Schedules RBM RD-1 through RBM RD-7 attached for Residential and Commercial 
ratepayers and Schedules RBM- RD-1 through RBM RD-5 for Irrigation ratepayers. 
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monthly bill of $11.99 which is $1.33, or 12.48 percent, higher than the 

current bill of $10.66. 

Q. 

4. 

Does this conclude your testimony on revenue requirements and 

rate design? 

Yes it does. 
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SCH 
NO. 

RBM-1 

RBM-2 

RBM-3 

RBM-4 

RBM-5 

RBM6 

RBM-7 

RBM-8 

RBM-9 

RBM-10 

RBM-11 

RBM-12 

RBM-13 

RBM-14 

RBM-15 

RBM-16 

RBM-17 

RBM-17-1 

RBM-18 

RBM-19 

TABLE OF CONTENTS TO RBM SCHEDULES - SURREBUTTAL 

Water Division 
Surrebuttal Schedules 

PAGE 
NO. TITLE 

1 & 2  REVENUE REQUIREMENT AND GROSS REVENUE CONVERSION FACTOR 

1 SUMMARY RATE BASE - ORIGINAL COST 

1 SUMMARY ORIGINAL COST RATE BASE WITH RUCO ADJUSTMENTS 

1 ORIGINAL COST RATE BASE WITH COMPANY ADJUSTMENTS 

1 DIRECT PLANT AND ACCUMULATED DEPRECIATION 

1 o f2  RATE BASE ADJUSTMENT NO. 1 - RECLASS (AIAC) TO (CIAC) 

2 o f 2  RATE BASE ADJUSTMENT NO. 2 - RECLASSIFICATION EXPENSES TO 
UTILITY PLANT IN SERVICE (UPIS) 

1 OPERATING INCOME 

1 OPERATING INCOME -TEST YEAR WITH RUCO ADJUSTMENTS 

OPERATING INCOME -TEST YEAR WITH COMPANY ADJUSTMENTS 

1 OPERATING INCOME ADJUSTMENT NO. 1 - DEPRECIATION EXPENSE 

1 OPERATING INCOME ADJUSTMENT NO. 2 - PROPERTY TAX EXPENSE 

1 OPERATING INCOME ADJUSTMENT NO. 3 - REPAIRS AND MAINTENANCE 
EXPENSE RECLASS 

1 OPERATING INCOME ADJUSTMENT NO. 4 - CONTRACTUAL ENGINEERING 
EXPENSE RECLASS 

1 OPERATING INCOME ADJUSTMENT NO. 5 - RATE CASE EXPENSE 

1 OPERATING INCOME ADJUSTMENT NO. 6 - MISCELLANEOUS EXPENSE 
BANK FEES 

1 OPERATING INCOME ADJUSTMENT NO. 7- SHAREHOLDER SALARIES 

1 OPERATING INCOME ADJUSTMENT NO. 8 - CONTRACTUAL SERVICES 
WATER TESTING EXPENSES 

1 OPERATING INCOME ADJUSTMENTS NO. 9,10, - INTENTIONALLY 
LEFT BLANK 

1 OPERATING INCOME ADJUSTMENT NO. 11- INCOME TAXES 

1 COST OF CAPITAL 
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REVENUE REQUIREMENT - SURREBUTTAL 

Water Division 
Surrebuttal Schedule RBM-1 

Page 1 of 2 

LINE 
NO. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 

- 

(A) (B) 
COMPANY RUCO 

DESCRIPTION COST COST 
OCRBlFVRB OCRBlFVRB 

Adjusted Original CosffFair Value Rate Base (RBM-2) $ 9,097,529 $ 9,073.286 

Adjusted Operating Income (Loss) $ 132,560 $ 275,966 

Current Rate of Return (L3 I L1) 1.46% 3.04% 

Required Operating Income (L9 X L1) $ 861,536 $ 687,755 

Required Rate of Retum on Fair Value Rate Base (RBM-19) 9.47% 7.58% 

Operating Income Deficiency (L7 - L3) $ 726,976 $ 41 1,789 

Gross Revenue Conversion Factor (RBM-1, Page 2) 

Required Increase in Gross Revenue Requirement (L11 X L13)) 

Adjusted Test Year Revenue (RBM-7) 

1.4041 1.0118 

$ 1,023,565 I I $ 416,636 

$ 1,977,627 $ 1,977,627 

Proposed Annual Revenue (LIS + L17) $ 3,001,192 $ 2,394,262 

Required Percentage Increase in Revenue (L15 I L17) 51.76% 21.07% 

Recommended Retum on Common Equity 10.50% 9.40% 

References: 
Column (A): Company Schs. A-I 
Column (8): RUCO Schs. RBM-1 page 2, RBM-2, RBM-7, and RBM-19 
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LINE 
NO. 

Water Division 
Surrebuttal Schedule RBM-1 

Page 2 of 2 

GROSS REVENUE COWERSION FACTOR - SURREBUTTA4 

DESCRIPTION (A) 

CALCULATION OF GROSS REVENUE CONVERSION FACTOR: 

Revenue 100.OOOo% 

Subtotal (L1 thru L2) 100.MX)O% 

Proposed Bad Debt Expense (Per Co. Work papers) 

Properly Tax Rate (RBM-11) 1.1632% 

Subtotal (L3 - L4) 98.8368% 

Revenue Conversion Factor (Li I L5) 
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Water Division 
Surrebuttal Schedule RBM-2 

Page 1 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
t 8  

19 
20 
21 
22 
23 
24 
25 
26 
27 

29 
30 
31 
32 

28 

SUMMARY RATE BASE - ORIGINAL COST - SURREBUTTAL 

(A) (B) (C) 

COMPANY Summary RUCO Adjusted 
AS FILED Rate Base End of 

OCRBlFVRB Adiustments Test Year 

Gross Utility Plant in Service $ 14,a6,128 $ 25,531 $ 14,571,659 

Less: 
Accumulated Depreciation (4,788,167) $ (383) $ (4,788,550) 

Net Utility Plant in Service (L1 + L4) $ 9,757,961 $ 25,148 $ 9,783,109 

Advances in Aid of Construction $ (374,236) $ 374,236 $ 

Contribution in Aid of Construction (632,417) $ (423,629) $ (1,056,046) 
Accumulated Amortization ClAC 346,223 $ - $  * 346,223 

Net ClAC (LIO + L11) $ (286,194) $ (423,629) $ (709,823) 

Add: 
Allowance for Working Capital $ - $  - $  

Net Regulatory Asset (Liability) $ - $  - $  

Rounding $ (2) $ - $  

$ 9,097,529 $ (24,245) $ 9,073,286 Total Rate Base (L6 + L8 + L13+L?9) 

Columns (A), and (B) - Schedule RBM-3 
Columns (C) - Columns (A) + (B) 
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RATE BASE ADJUSTMENT NO. 1 
RECLASSIFICATION IAIAC) TO (CIAC) - SURREBUTTAL 

LINE 
NO. DESCRIPTION 

1 AIAC as Company Filed 

(A) 
COMPANY 
AS FILED 

S 374.236 

2 RUCO Recommended AlAC Adjustment 

3 Net ClAC as Company Filed 

4 

5 

6 

RUCO Recommended ClAC Adjustment 

RUCO ClAC ADJUSTMENT CALCULATION: 

Company Net ClAC as Filed 

RUCO's Recornmended Net AlAC Conversion to ClAC as Company Filed 

Water Division 
Surrebuttal Schedule RBM-6 

Page 1 of 2 

(B) 
RUCO 

ADJUSTMENT 

$ (374,236) 

$ (423,629) 

Plus: 
Unpaid AlAC Refunds as Calculated by Company (See Co. Response to Staff Sewer DR CSB 1-12) 

RUCO's Recornmended Gross AIAC Conversion to CIAC Adjustment (Line 6 + Line 7) 

RUCO Recommended ClAC Adjustment (Line 8) 

(C) 
RUCO 

AS ADJUSTED 

I $  374,236 

$ (1,056,047) 

374,236 

49,393 

$ 423,629 
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Water Division 
Surrebuttal Schedule RBM-6 

Page 2 of 2 

Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 

RATE BASE ADJUSTMENT NO. 2 
CAPITALIZE PREVIOUSLY EXPENSED ITEMS TO PLANT ACCOUNTS - SURREBUTTAL 

Reclass from Repairs and Maintneance Expense (see below) 

Capitalize Expensed Items to NARUC Plant Accounts: 
31 1 - Pumping Equipment 
320.2 - Solution Chemicals Feeders 
333 - Services 

Reclass from Repairs and Maintneance Expense (see below) 

Calculation of Accumulated Depreciation 
Total Reclass to UPlS 
Test Year Depreciation Rate 

Calculated Depreciation Expense 

$ 21,629 
3% 

$ 649 

One-Half Year Convention to Test Year Accumulated Depreciation $ 324 

Reclass from Contractural Services - Enqineerinq (see below) 

Capitalize Expensed Items to NARUC Plant Accounts: 
31 1 - Pumping Equipment 

Reclass from Contractural Services Expense 

Calculation of Accumulated Depreciation 
Total Reclass to UPlS 
Test Year Depreciation Rate 

Calculated Depreciation Expense 

One-Half Year Convention to Test Year Accumulated Depreciation 

$ 3,902 

$ 117 
3% 

$ 59 

Amount 

$ 3.371 
2,566 

15,692 

$ 21,629 

$ 3,902 

$ 3,902 

SUMMARY Account Number 

Reclass from Repairs and Maintneance Expense 
Total - - 31 1 320.2 - 333 

$ 3,371 $ 2,566 $ 15,692 $ 21,629 
Reclass from Contractural Services Expense $ 3,902 $ - $  $ 3,902 

TOTAL RECLASS FROM EXPENSE TO UPlS $ 7,273 $ 2,566 $ 15,692 $ 25,531 
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Water Division 
Surrebuttal Schedule RBM-7 

Page 1 of 1 

OPERATING INCOME -SURREBUTTAL 

(A) (6) (C) (D) (E) 
COMPANY RUCO RUCO RUCO RUCO 

LINE AS TEST YEAR TEST YEAR PROP'D AS 
NO. DESCRIPTION FILED ADJMTS AS ADJ'TED CHANGES RECOMMD 

1 Revenues 
2 Metered Water Revenues 
3 Unmetered Water Revenues 
4 Other Water Revenues 
5 Total Revenues 
6 Operating Expenses 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 

35 

Salaries and Wages 
Salaries and Wages - Officers and Directors 
Employee Pensions and Benefits 
Purchased Water 
Purchased Power 
Chemicals 
Repairs and Maintenance 
Office Supplies and Expense 
Contractual Services - Engineering 
Contractual Services -Accounting 
Contractual Services - Legal 
Contractual Services - Other 
Contractual Services - Water Testing 
Rents - Equipment 
Transportation Expenses 
Insurance -Vehicle 
Insurance - General Liability 
Insurance -Worker's Comp 
Regulatory Commission Expense 
Regulatory Commission Expense - Rate Case 
Bad Debt Expense 
Miscellaneous Expense 
Depredation Expense 
Taxes Other Than Income 
Property Taxes 
Income Tax 

Total Operating Expenses 

Operating Income 

$ 1,970,366 $ 1,970,366 416,636 $ 2,387.002 

7.261 7,261 7,261 
1,977,627 1,977,627 416,636 2,394,262 

220,827 220,827 
90,294 (83,209) 7.085 
64,900 64,900 

220,827 
7,085 

64,900 

252,454 252,454 252,454 
16,721 16,721 16,721 

100,885 (29,489) 71,396 71,396 
67,321 67,321 67,321 
5,283 (3,902) 1,381 1,381 
3,067 3,067 3,067 

14,175 14,175 14,175 
54,797 54,797 54,797 
18,737 (9,812) 8,925 8,925 
3,203 3,203 3,203 

44,637 44,637 44,637 
17,464 17,464 17,464 
10,840 10,840 10,840 
1,009 1,009 1,009 
3,671 3,671 3,671 

50.000 (1 2,500) 37,500 37,500 
4,766 4,766 4,766 

15,934 (6,354) 9,581 9,581 
686,997 (1 9,129) 667,868 667,868 
40,083 40,883 40,883 
83,358 (6,167) 77,191 4,846 82,037 

(27.1 57) 27,157 

1,845,067 (143,405) 1,701,662 4.046 1,706,508 

132,561 143,405 275,966 41 1,789 687.754 

Column (A) and Column (B) - RBM-8 
Column (C) - Sum Column (A) + (B) 
Column (E) - Sum Column (C) + (D) 



a 
N. 

8 
D 

6 
5: 
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tine Acct 
- No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 

No. 
301 
302 
303 
304 
305 
306 
307 
308 
309 
310 
31 1 
320 

320.1 
320.2 
330 

330.1 
330.2 
331 
333 
334 
335 
336 
339 
340 

340.1 
341 
342 
343 
344 
345 
346 
347 
348 

- DeSCfiDtiOII 
Organization Cost 
Franchise Cost 
Land and Land Rights 
Structures & Improvements 
Collecting & Impounding Reservoirs 
Lake, River, Canal Intakes 
Wells & Springs 
Infiltration Galleries 
Raw Water Supply Mains 
Power Generation Equipment 
Pumping Equipment 
Water Treatment Equipment 

Water Treatment Plants 
Solution Chemical Feeders 

Storage Tanks 
Pressure Tanks 

Distribution Reservoirs & Standpipes 

Transmission & Distribution Mains 
Services 
Meters 
Hydrants 
Backflow Prevention Devices 
Other Plant & Misc Equipment 
O f f i  Furniture & Equipment 
Computers & Software 
Transportation Equipment 
Stores Equipment 
Tools, Shop 8 Garage Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communication Equipment 
Miscellaneous Equipment 
Other Tangible Plant 

OPERATING INCOME ADJUSTMENT NO. 1 
DEPRECIATION EXPENSE - SURREBUTTAL 

Contributions in Aid of Construction 
Amortization Rate 

(A) 

Original 
cost - 

97,637 
315,125 

606,699 

2,263,801 

58,255 

1 , I  02,197 
73,937 

2,916,048 
4,709,148 

923,202 
887,381 

4,239 
28,479 
61,635 

134,506 

124,899 
238,939 

(8) (C) 
ADJMT NO. 1 Adjusted 

Expense Original 
- cost 

97,637 
31 5,125 

606,699 

7,273 

2,566 

I 

2,271,074 

60,821 

1 , I  02.1 97 
73,937 

2,916,048 
15,692 4,724,840 

923,202 
887,381 

4,239 
28,479 
61,635 

134,506 

124,899 
238.939 

(D) 

PmDosed 
Rates - 

3.33% 
2.50% 
2.50% 
3.33% 
6.67% 
2.00% 
5.00% 

12.50% 

3.33% 
20.00% 

2.22% 
5.00% 
2.00% 
3.33% 
8.33% 
2.00% 
6.67% 
6.67% 
6.67% 

20.00% 
20.00% 
4.00% 
5.00% 

10.00% 
5.00% 

10.00% 
10.00% 

(E) 

DeDreciation 
Expense 

10,494 

20,203 

283,884 

12,164 

24,469 
3,697 

58,321 
157,337 
76,903 
17,748 

283 
5,696 

12,327 

6,725 

6.245 
23,894 

10.00% 
$ 14,546,128 $ 25,531 $ 14,571,659 $ 720.389 

$ (1,056,046) 
4.9733% 

Total Depreciation Expense 

Total Depreciation per Company 

Test Year Decrease in Depreciation and Amortization Expense 

$ (52,520) 

$ 667,869 

$ 686,998 

$ (1 9,129). 

Acct 31 I Acct 320.2 Acc 333 TOTAL 
Reclass from Repairs and Maintenance RBM-12 3,371 2,566 15,692 21,629 
Reclass from Contractual Services - Engineering RBM-13 3,902 3,902 

TOTAL RECLASSIFICATION by ACCOUNT $ 7,273 $ 2,566 $ 15,692 $ 25,531 

Column(D) - Company proposed depreciation rates. 



Pima Utility Company - Water Division 
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LINE 
NO. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 

OPERATING INCOME ADJUSTMENT 2 
PROPERTY TAXES - SURREBUlTAL 

ProDertv Tax Calculation 

RUCO Adjusted Test Year Revenues - RBM-7 
Multiplied by 2 
Subtotal (Line 1 * Line 2) 
RUCO Adjusted Test Year Revenues - 2010 
RUCO Recommended Revenue, Per Schedule RBM-7 
Subtotal (Line 4 + Line 5) 
Number of Years 
Three Year Average (Line 5 / Line 6) 
Department of Revenue Multiplier 
Revenue Base Value (L8 X L9) 
Plus: 10% of CWlP - 
Less: Net Book Value of Licensed Vehicles 
Full Cash Value (LIO + L11 + L12)) 
Assessment Ratio 
Assessment Value (L13 X L14) 
Composite Property Tax Rate (per RUCO Effective Property Tax Calculation Analysis WP) 

RUCO Proposed Property Tax Expense (L15 X L16) 
Company Proposed Property Tax 

RUCO Test Year Adjustment (L16 - L17) 
Property Tax - RUCO Recommended Revenue (L15 X L16) 
RUCO Test Year Adjusted Property Tax Expense (L18) 
Increase/(Decrease) to Property Tax Expense 

Increase/(Decrease) to Property Tax Expense 
Increase in Revenue Requirement (L5 - L4) 
Increase /(Decrease) to Property Tax per Dollar Increase in Revenue ( E 6  / L27) 

Water Division 
Surrebuttal Schedule RBM-11 

Page 1 

(A) 

RUCO 
AS ADJUSTED 

$ 1,977,627 
L 

$ 3,955,255 
1,977,627 

$ 5.932.882 
3 

$ 1,977,627 
L 

$ 3,955,255 

11 2,709 
$ 3,842,546 

20.0% 
$ 768,509 

10.04429b 

L 

$ 3,955,255 

11 2,709 
$ 3,842,546 

20.0% 
$ 768,509 

(B) 

RUCO 
RECOMMENDED 

$ 1,977,627 
2 

$ 3,955,255 

2,394,262 
$ 6,349,517 

3 
$ 2,116,506 

2 
$ 4,233,011 

112,709 
4,120,302 $ 

20.0% 
$ 824,060 

9.9552% 

$ 77,191 
83.358 

$ (6,167) 
$ 82.037 

771191 
$ 4,846 

$ 4.846 
416,635 
1 .I 632% 
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OPERATING EXPENSE ADJUSTMENT NO. 3 
REPAIRS AND MAINTENANCE EXPENSE ADJUSTMENT - SURREBUTTAL 

Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 

18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 

Reclass from Repairs and Maintenance Expense (see below) 

Capitalize Expensed Items to NARUC Plant Accounts: 
31 1 - Pumping Equipment 
333 - Services 
320.2 - Solution Chemicals Feeders 

Reclass from Repairs and Maintenance Expense (see below) 

Calculation of Accumulated Depreciation 
Total Reclass to UPlS 
Test Year Depreciation Rate 

Calculated Depreciation Expense 

One-Half Year Convention to  Test Year Accumulated Depreciation 

$ 21,629 
3% 

$ 649 

$ 324 

Amount 

$ 3,371 
15,692 
2,566 

SUMMARY 
Account 
Number 

Total - 333 - 320.2 - - 31 1 
$ 3,371 $ 2,566 $ 15,692 $ 21.629 Reclass from Repairs and Maintenance Expense 

$ 
TOTAL RECLASS FROM EXPENSE TO UPlS $ 3,371 $ 2,566 $ 15,692 $ 21,629 

Additional Adiustment to Repairs and Maintenance Expense 

Tree removal expense per General Ledger Account 

Amount of expense normalized for five years 

REDUCTION OF EXPENSE DUE TO NORMALIZATION 

RUCO has accepted recommendation as presented by Staff, and 
accepted by Company, for normalization of tree cutting expenses 

Total Reduction in Test Year Repairs and Maintenance Expense 

$ 9,825 

1,965 
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Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 

OPERATING EXPENSE ADJUSTMENT NO. 4 
CONTRACTURAL SERVICES - ENGINEERING - SURREBUTTAL 

Reclass from Contractual Services - Enqineerinq (see below) 

Capitalize Expensed Items to NARUC Plant Accounts: 
31 1 - Pumping Equipment 

Reclass from Contractual Services Expense 

Calculation of Accumulated Depreciation 
Total Reclass to UPlS 
Test Year Depreciation Rate 

Calculated Depreciation Expense 

$ 3,902 

$ 117 
3 ?h 

Water Division 
Surrebuttal Schedule RBM-13 

Page 1 

One-Half Year Convention to Test Year Accumulated Depreciation $ 59 

SUMMARY Account Number 
31 1 - 

Reclass from Contractual Services Engineering Expense $ 3,902 

TOTAL RECLASS FROM EXPENSE TO UPlS $ ' 3,902 

Amount 

$ 3,902 

$ 3,902 
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OPERATING INCOME ADJUSTMENT NO. 5 
RATE CASE EXPENSE ADJUSTMENT - SURREBUTTAL 

Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
1 1  
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 

(A) (B) (C) 
COMPANY RUCO RUCO 

DESCRIPTION ESTIMATE ADJUSTMENT AS ADJUSTED 

Rate Case Expense -Water Division $ 200,000 $ (50,000) $ 150,000 

4 

RUCO Rate Case Expense Recommended Per Year $ 37,500 

Amortization Period - 3 years 

Rate Case Expense as Recommended by RUCO Per Year $ 37,500 

Rate Case Expense as filed By Company Per Year $ 50,000 

Rate Case Expense Adjustment $ (12,500) 
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OPERATING INCOME ADJUSTMENT NO. 6 
MISCELLANEOUS EXPENSE - BANK ANALYSIS FEES - SURREBUTTAL 

Line 
_. No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
I1 
12 
13 
14 
15 
16 
17 
18 
19 

Description - Date 

JPMorgan Chase Bank 
JPMorgan Chase Bank 
JPMorgan Chase Bank 
JPMorgan Chase Bank 
JPMorgan Chase Bank 
JPMorgan Chase Bank 
JPMorgan Chase Bank 
JPMorgan Chase Bank 
JPMorgan Chase Bank 
JPMorgan Chase Bank 
JPMorgan Chase Bank 
JPMorgan Chase Bank 

Jan. 2010 
Feb. 2010 
Mar. 2010 
Apr. 2010 
May 2010 
Jun. 2010 
Jul. 2010 
Aug. 2010 
Sep. 2010 
Oct. 2010 
Nov. 2010 
Dec. 2010 

Total Bank Charges Recorded 100% to Water Division (Per Staff DR 1.38) 

RUCO Miscellaneous Expense Adjustment to Water Division (Line 15 X -50%) 

RUCO Miscellaneous Expense Adjustment to Sewer Division (Line 15 X 50%) 

Amount 

$ 1,067 
91 3 

1,097 
1,136 
1,069 
1,066 
1,015 
1,073 
1,080 
1,068 
1,007 
1.116 

Per Company Data Response Bank Fees to be charged 50% to Water and50% to 
Waste Water. All were recorded to Water Division. 
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OPERATING INCOME ADJUSTMENT NO. 7 
SHAREHOLDER SALARIES - SURREBUlTAL 

LINE 
NO. DESCRIPTION 

1 Salaries and Wages Expenses - Officer and Director ~ 

2 RUCO Adjustment 

( 4  (B) (C) 
COMPANY RUCO RUCO 
AS FILED ADJUSTMENT AS ADJUSTED 

$ 90,294 $ 83,209 $ 7,085 

RUCO OFFICER SALARY ADJUSTMENT CALCULATION: 

3 Company as Filed Salary and Wage Expense - Officer and Director $ 90,294 

4 Number of Hours Worked for Water Division per Company Response to Staff DR 1.29 56.68 

1,593 

6 RUCO Recommended Hourly Pay Rate $ 125 

5 Hourly Chargeable Rate to Water Davison per Company Response to Staff 1.29 (L3 I L 4) $ 

7 RUCO Recommended Salary and Wage Expense (L4 X L6) $ 7,085 



npany -Water Division 
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LINE 
NO. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 

Water Division 
Surrebuttal Schedule RBM-17 
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OPERATING INCOME ADJUSTMENT NO. 8 
CONTRACTUAL SERVICES WATER TESTING EXPENSE - SURREBUTTAL 

DESCRIPTION 

Calculated Annual Water Testing Expense - per Company 

Water Testing Expense Used in Test Year 

Adjustment to Test Year Water Testing Expenses 

RUCO has accepted recommendation as presented by Staff and 
accepted by Company. 

$ 8,925 

18,737 

$ (9,812) 
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OPERATING INCOME ADJUSTMENT NO. 9,10 
INTENTIONALLY LEFT BLANK - SURREBUTTAL 
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OPERATING INCOME ADJUSTMENT NO. I 1  
INCOME TAX EXPENSE - SURREBUTTAL 

(A) (B) (C) 
Line COMPANY RUCO RUCO 
- No. DESCRIPTION ESTIMATE ADJUSTMENT AS ADJUSTED 

1 Income Tax Expense 
2 

$ (27,157) $ 27,157 $ 

3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 

RUCO Recommended Income Tax Expense !fi 
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LINE 
NO. 

1 
2 
3 
4 

5 
6 
7 
8 

- 

( 4  (B) (C) ( 4  
WEIGHTED 

DOLLAR CAPITAL COST COST 
DESCRIPTION AMOUNT RATIO RATE RATE 

Long-Term Debt $ 8,370,000 35.36% 4.250% 1.50% 

Common Equity 15,301,736 64.64% 9.400% 6.08% 

Total Capitalization $ 23,671,736 100.00% 

WEIGHTED AVERAGE COST OF CAPITAL 

References: 
Columns (A) Thru (D): WAR Testimony 
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Water Division 
Final Surrebuttal Rate Design 

TABLE OF CONTENTS TO RBM RATE DESIGN SCHEDULES - SURREBUTTAL 

SCH 
NO. TITLE 

RBM RD - 1 

RBM RD - 2 

RBM RD - 3 

RBM RD - 4 

RBM RD -5 

RBM RD - 6 

RBM RD - 7 

RBM RD - 1 

RBM RD - 2 

RBM RD - 3 

RBM RD - 4 

RBM RD -5 

RBM RD - 6 

RBM RD - 7 

RBM RD - 1 

RBM RD - 2 

RBM RD - 3 

RBM RD - 4 

RBM RD -5 

RESIDENTIAL RATE DESIGN 

REVENUE COMPARISON - RESIDENTIAL 

RECOMMENDED RATES 

MONTHLY MINIMUM CHARGES 

BILLING ANALYSIS - PRESENT RATES 

BILLING ANALYSIS -RUCO RECOMMENDED 

RUCO RECOMMENDED CHANGES IN DOLLARS 

REVENUE BY METER SIZE 

COMMERCIAL RATE DESIGN 

REVENUE COMPARISON - COMMERCIAL 

RECOMMENDED RATES 

MONTHLY MINIMUM CHARGES 

BILLING ANALYSIS - PRESENT RATES 

BILLING ANALYSIS -RUCO RECOMMENDED 

RUCO RECOMMENDED CHANGES IN DOLLARS 

REVENUE BY METER SIZE 

IRRIGATION RATE DESIGN 

REVENUE COMPARISON - IRRIGATION 

RECOMMENDED RATES 

MONTHLY MINIMUM CHARGES 

BILLING ANALYSIS 

REVENUE BY METER SIZE 
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Pima Utility Company - Waler Division 
Test Year Ended December 31,2010 
Recommended Rates - Residential 

Docket No. W-02199A-11-0329 et al. 
Surrebuttal Schedule RBM RD - 2 

LINE 
- NO. 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 

25 
26 
27 
28 
29 

30 
31 
32 
33 
34 
35 
36 
37 
38 

39 
40 
41 
42 

43 
44 
45 
46 

47 
48 
49 

50 
51 
52 

DESCRIPTION 

RECOMMENDED MONTHLY MINIMUM USAGE CHARGE: 

(Residential Customers) 
5/8 X 314 - INCH 
3 4  - INCH 
1 - INCH 
1 112 - INCH 
2 - INCH 
3 - INCH 
4 - INCH 
6 - INCH 
8 - INCH 

10 - INCH 

GALLONS INCLUDED IN MONTHLY MINIMUM USAGE CHARGE: 

(Residential Customers) 

RECOMMENDED COMMODITY RATES BY METER SIZE 

518 X 3/4 - INCH 
COMMODITY RATE (PER 1 ,000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1 ,000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1 ,000 GAL. OVER MINIMUM) 

314 - INCH 
COMMODITY RATE (PER 1.000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1.000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1.000 GAL. OVER MINIMUM) 

1 - INCH 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1,OOO GAL. OVER MINIMUM) 

1 112 - INCH 
COMMODITY RATE (PER 1.000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 

2 - INCH 
COMMODITY RATE (PER 1.000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1.000 GAL. OVER MINIMUM) 

3 - INCH 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 

4 - INCH 
COMMODITY RATE (PER 1 ,OOO GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1.000 GAL. OVER MINIMUM) 

6 - INCH 
COMMODITY RATE (PER 1.000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1.000 GAL. OVER MINIMUM) 

- ZERO TO 4,000 GALLONS: 
- 4,001 TO 10,000 GALLONS: 
- OVER 10,000 GALLONS: 

- ZERO TO 4.000 GALLONS: 
- OVER 10,000 GALLONS: 
- OVER 10,000 GALLONS: 

- ZERO TO 25.000 GALLONS: 
- OVER 25.000 GALLONS: 

- ZERO TO 50,000 GALLONS: 
- OVER 50,000 GALLONS: 

- ZERO TO 80,000 GALLONS: 
- OVER 80,WO GALLONS: 

- ZERO TO 160,000 GALLONS: 
- OVER 160.000 GALLONS: 

- ZERO TO 250,000 GALLONS: 
- OVER 250.000 GALLONS: 

- ZERO TO 500.000 GALLONS 
- OVER 500,000 GALLONS: 

PRESENT 
RATES 

$ 5.70 
$ 5.70 
$ 16.00 
$ 21.00 
$ 26.00 
$ 40.00 
$ 52.00 
$ 100.00 

1,000 

0.92 
1.08 

0.92 
1.08 

0.92 
1.08 

0.92 
1.08 

0.92 
1.08 

0.92 
1.08 

0.92 
1.08 

7.36 
7.36 

20.67 
27.13 
33.59 
51.68 
67.18 

129.20 

0.96 
1.36 
1.86 

0.96 
1.36 

COMPANY 
P R 0 P 0 SED 

$ , -1.86. 

1.36 
1.86 

1.36 
1.86 

1.36 
1.86 

1.36 
1.86 

1.36 
1.86 

RUCO 
PROPOSED 

5.75 
5.75 

16.38 
21.49 
26.62 
41.01 
53.34 

102.67 

0.86 
1.17 
1.57 

0.86 
1.17 
1.57 

1.17 
1.57 

1.17 
1.57 

1.17 
1.57 

1.17 
1.57 

1.17 
1.57 

$ 0.92 $ 1.36 $ 1.17 
$ 1.08 $ 1.85 5 1.56 
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Pima Utilily Company - Water Division 
Test Year Ended December 31,2010 
Recommended Rates - Commercial 

Docket No. W-02199A-11-0329 el at. 
Surrebuttal Schedule RBM RD - 2 

LINE rn 
1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 

24 
25 
26 
27 
28 

29 
30 
31 
32 

33 
34 
35 
36 

37 
38 
39 
40 

41 
42 
43 
44 

45 
46 
47 
48 

49 
50 
51 

DESCRIPTION 

RECOMMENDED MONTHLY MINIMUM USAGE CHARGE: 

(Commercial Customers) 
5I8 X 34 - INCH 
314 - lNCH 
1 - INCH 

2 - INCH 
3 - INCH 
4 - INCH 
6 - INCH 
8 - INCH 

10 - INCH 

GALLONS INCLUDED IN MONTHLY MINIMUM USAGE CHARGE 

(Commercial Customers) 

RECOMMENDED COMMODITY RATES BY METER SIZE 

1 112 - INCH 

5l8 X 3 4  - INCH 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - ZERO TO 10,000 GALLONS: 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - OVER 10,000 GALLONS: 

314 - INCH 
COMMODITY RATE (PER 1.000 GAL. OVER MINIMUM) - ZERO TO 10,000 GALLONS: 
COMMODITY RATE (PER 1.000 GAL. OVER MINIMUM) - OVER 10,000 GALLONS: 

1 - INCH 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - ZERO TO 25,000 GALLONS: 
COMMODITY RATE (PER 1.000 GAL. OVER MINIMUM) - OVER 25.000 GALLONS: 

1 1l2 - INCH 
COMMODITY RATE (PER 1.000 GAL. OVER MINIMUM) - ZERO TO 50,000 GALLONS: 
COMMODITY RATE (PER 1,OOO GAL. OVER MINIMUM) - OVER 50,000 GALLONS: 

2 - INCH 
COMMODITY RATE (PER 1 ,OOO GAL. OVER MINIMUM) - ZERO TO 80,000 GALLONS: 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - OVER 8O.OOO GALLONS: 

3 - INCH 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - ZERO TO 160,000 GALLONS: 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - OVER 160.000 GALLONS: 

4 - INCH 
COMMODITY RATE (PER 1,OOO GAL. OVER MINIMUM) - ZERO TO 250.000 GALLONS: 
COMMODITY RATE (PER 1.000 GAL. OVER MINIMUM) - OVER 250.000 GALLONS: 

6 - INCH 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - ZERO TO 500,000 GALLONS: 

52 COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - OVER 500,000 GALLONS: 

PRESENT 
RATES 

$5.70 
5.70 

16.00 
21 .oo 
26.00 
40.00 
52.00 

loo.w 

1.000 

0.92 
1.08 

0.92 
1.08 

0.92 
1.08 

0.92 
1.08 

0.92 
1.08 

0.92 
1.08 

0.92 
1.08 

COMPANY 
PROPOSED 

$7.36 
7.36 

20.67 
27.13 
33.59 
51.68 
67.16 

129.20 

1.36 
1.86 

0.96 
1.36 

1.36 
1.86 

1.36 
1.86 

1.36 
1.86 

1.36 
1.86 

1.36 
1.86 

RUCO 
PROPOSED 

$5.75 
5.75 

16.38 
21.49 
26.62 
41.01 
53.34 

102.67 

1.17 
1.57 

1.17 
1.57 

1.17 
1.57 

1.17 
1.57 

1.17 
1.57 

1.17 
1.57 

1.17 
1.57 

$ 0.92 $ 1.36 $ 1.17 
$ 1.08 $ 1.86 $ 1.57 
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Pima U t i l i  Company - Water Division 
Test Year Ended December 31.2010 
Recommended Rates- lnigation 

LINE 
- NO. DESCRIPTION 

1 
2 All Sizes 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 COMMODITY RATE (All Gallons) 
13 
14 

RECOMMENDED MONTHLY MINIMUM USAGE CHARGE: 

GALLONS INCLUDED IN MONTHLY MINIMUM USAGE CHARGE: 

RECOMMENDED COMMODITY RATES BY METER SIZE 

Docket No. W-02199A-116329 et al. 
Surrebuttal Schedule RBM RD - 2 

PRESENT COMPANY RUCO 
RATES PROPOSED PROPOSED 

180.00 232.50 180.00 

100,000 

$ 0.36 $ 0.70 $ 0.47 
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Pima Utility Company - Water Division 
Test Year Ended December 31,2010 
Billing Analysis Present and RUCO Recommended - Irrigation 

Billinq Analysis 

LINE CONSUMPTION 
- NO. IN GALLONS 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 

0 
1,000 
2,000 
3,000 
4,000 
5,000 
6.000 
7,000 
8,000 
9.000 

10,000 
15.000 
20,000 
25,000 
50,000 
75,000 

100,000 
125,000 
150,000 
175.000 
200.000 
250,000 
500,000 

1,000,000 
2,000,000 
3,000,000 
4,000,000 
5,000,000 

AVG. NO. OF CUST: 

AVG. USE (GAL.): 
MONTHLY BILL: 

MEDIAN USE (GAL.) : 

(A) 

PRESENTRATES 

$180.00 
180.00 
180.36 
180.72 
181 .08 
181.44 
181.80 
182.16 
182.52 
182.88 
183.24 
185.04 
186.84 
188.64 
197.64 
206.64 
215.64 
224.64 
233.64 
242.64 
251 6 4  
269.64 
359.64 
539.64 
899.64 
1259.64 
161 9.64 
1979.64 

4 

15,854,381 
$5,887.22 

8.864,900 
$3,371 .OO 

Docket No. W42199A-11-0329 et al. 
Surrebuttal Schedule RBM RD - 4 

RUCO REOMMENDED 

$180.00 
180.00 
180.47 
180.94 
181.41 
181.89 
182.36 
182.83 
183.3 
183.77 
184.24 
186.6 
188.96 
191.31 
203.1 

214.88 
226.66 
238.45 
250.23 
262.02 
273.8 
297.37 
415.21 
650.89 
1122.24 
1593.6 

2064.96 
2536.32 

4 

15,854,381 
$7,652.62 

8,864,900 
$4 ~ 358.07 37 MONTHLY BILL: 
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EXECUTIVE SUMMARY 

Pima Utility Company (“Pima” or “Company”) is a Class B public service 
water and wastewater corporation organized as an S corporation under 
Subtitle A, Chapter 1, Subchapter S of the Internal Revenue Code. The 
Company serves approximately 10,050 wastewater customers in portions 
of Maricopa County, Arizona. 

Pima filed general rate applications for both the Company’s Water and 
Wastewater Divisions with the Arizona Corporation Commission (“ACC” or 
“Commission”) on August 29, 201 I using a test year ending on December 
31, 2010. 

On September 19, 2011, Pima filed a Motion to Consolidate Docket 
Numbers W-02199A-11-0329 and SW-02199A-11-0330. In its Motion, 
Pima stated that the Company’s water and wastewater customer bases 
are largely ths same and Pima is operated and managed as one utility. 
The Commission subsequently found the Applications sufficient on 
September 30, 2011 and consolidated the two dockets as W-02199A-11- 
0329 el al. for purposes of hearing. 

For Pima’s Wastewater Division, the Company is requesting a gross 
revenue increase of $691,210 or a 22.32 percent increase over Test Year 
adjusted revenue of $3,096,775. 

RUCO is recommending a $232,207 or 7.50 percent increase over 
Wastewater Division Test Year adjusted revenue of $3,096,775. 

The Company is seeking a 9.47 percent rate of return on a $9,863,271 
Wastewater Division fair value rate base for an operating income of 
$934,052. RUCO recommends a 9.01 percent rate of return on a 
$9,832,800 fair value rate base for an operating income of $885,935. 

RUCO’s adjusted Test Year rate base and operating income 
recommendations for Pima’s Wastewater Division reflect three rate base 
adjustments totaling $30,471 which reduced the Company-proposed rate 
base from $9,863,271 to 9,832,800; and eight operating income 
adjustments totaling $21 5,055 which increased the Company’s Test Year 
adjusted operating income from $441,784 to $656,839. 

Based on RUCO’s analysis of Pima Wastewater Division’s rate 
Application, RUCO is recommending a flat rate design that will result in an 
increase for the residential 5/8” x 3/4” meter in the amount of $1.03 from 
$22.73 to $23.76 per month. 

I 
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RUCO analyst Robert B. Mease will provide direct testimony on Pima’s 
water Application. 

RUCO’s Chief of Accounting and Rates, William A. Rigsby, will provide 
direct testimony on RUCO’s recommended cost of capital and the 
Company’s request to include income taxes in rates. 
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NTRODUCTION 

Please state your name, position, employer and address. 

My Name is Timothy J. Coley. I am a Public Utilities Analyst V employed 

by the Residential Utility Consumer Office (“RUCO”) located at I 1  10 W. 

Washington, Suite 220, Phoenix, Arizona 85007. 

Please state your educational background and qualifications in the 

utility regulation field. 

Appendix 1, which is attached to this testimony, describes my educational 

background and includes a list of the rate cases and regulatory matters in 

which I have participated. 

Please state the purpose of your testimony. 

The purpose of my testimony is to present RUCO’s recommendations 

regarding Pima Utility Company’s (“Pima” or “Company”) Wastewater 

Division Application for a determination of the current fair value of its utility 

plant and property and for a permanent increase in its rates and charges 

based thereon for utility service. The test year utilized by Pima in 

connection with the preparation of this Application is the 12-month period 

ending December 31, 2010 (“Test Year”). 

1 
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3ACKGROUND 

2. 

J. 

... 

Please describe your work effort on this project. 

I obtained and reviewed data and performed analytical procedures 

necessary to understand the Company’s fiiing as it relates to operating 

income, rate base, and the Company’s overall revenue requirement. My 

recommendations are based on these analyses. Procedures performed 

include the in-house formulation and analysis of three sets of data 

requests, the review and analysis of the Company’s responses to 

Commission Stars data requests, and review of prior ACC dockets 

related to Pima Utility Company. 

RUCO’s participation in this proceeding is the cumulative effort of three 

RUCO witnesses; myself (Timothy J. Coley), William A. Rigsby, and 

Robert B. Mease. I was responsible for the rate base, operating income 

adjustments that determine RUCO’s revenue requirement 

recommendations, and rate design for the wastewater division. RUCO’s 

Chief of Accounting and Rates, Mr. Rigsby, will present separate 

testimonies on policy related issues (i.e. income tax allowance’) and 

RUCO’s cost of capital recommendation. RUCO witness, Mr. Mease, will 

provide separate testimony on Pima’s Water Division. 

’ Sub-chapter S corporations do not pay income taxes at the entity level. The income tax liability 
IS passed through to the individual shareholders on their annual personal income tax filings. 

2 
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7. 

9. 

Please identify the schedules and exhibits that you are sponsoring. 

I am sponsoring revenue requirement schedules for Pima Wastewater 

numbered TJC-1 through TJC-16 and rate design schedules numbered 

TJC RD-1 through TJC RD-4. 

SUMMARY OF DIRECT TESTIMONY 

P. Please summarize the adjustments to the rate base in your 

testimony. 

My testimony addresses the fo!iowing rate base adjustments: 4. 

Rate Base Adjustments - Summary 

RUCO is in general agreement with the Company-proposed gross Utility 

Plant in Service (“UPIS”) with the exception of some plant additions 

predating the last wastewater rate case decided in Commission Decision 

No. 62184 and dated January 5,2000. The Test Year utilized in that case 

was the year ended December 31 , 1997. Nevertheless, RUCO reserves 

the right to alter its position if additional evidence is produced in this case, 

which warrants RUCO’s reconsideration of its position. A summary of 

RUCO’s rate base adjustments are as follows: 

Rate Base Adiustment # I  - Plant and Accumulated Depreciation 

This adjustment reduces gross UPIS by $37,858 and decreases 

accumulated depreciation by $43,884 for a net adjustment of $6,026. The 

3 
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adjustment reflects RUCO’s recommended gross UPlS and accumulated 

depreciation balances since the last rate case referenced above for 

Pima’s Wastewater Division. The adjustment takes into consideration 

plant balances approved in Pima’s prior rate case proceeding and 

includes all plant additions, retirements, and adjustments since that time at 

the Commission approved depreciation rates. As will be discussed in 

more detail later in my testimony, RUCO disallowed some 1994-1996 

plant additions that the Company claims were on its books but not 

included in Decision No. 62184. 

Rate Base Adiustment #2 - Convert Advances in Aid of Construction 

{AIAC) to Contributions in Aid of Construction (CIAC) 

This adjustment reduces AlAC by $285,313 and increases ClAC by 

$343,412. The adjustment reflects the conversion of AlAC from a 

bankrupt developer into CIAC. Since no identifiable or known 

entity/person existed for Pima to make refunds to, RUCO converted the 

remaining balance of advanced funds into contributions (in response to 

Staff data request CSB 1-12, the Company agreed that the conversion 

from AlAC to ClAC was appropriate). This adjustment has a nominal 

impact on depreciation expense, which will be discussed in more detail 

later. 

4 
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Rate Base Adiustment #3 - Capitalize an Expensed Plant Item 

This adjustment increases plant by $22,391 and accumulated depreciation 

by $789.* A corresponding expense adjustment to remove the $22,391 is 

also necessary and will be discussed in more detail later. The Company 

agreed with this adjustment in its response to Staff data request 1.34. 

3perating income Adjustments - Summary 

3. 

4. 

Please summarize RUCO’s operating income adjustments in your 

testimony. 

RUCO is recommending the following operating income adjustments that 

will be discussed in detail later in my testimony: 

Operating Income Adjustment # I  - Depreciation Expense 

This adjustment calculates depreciation and amortization expense based 

on RUCO’s recommended plant levels. The adjustment increases Pima’s 

depreciation expense by $3,021. 

Operating Income Adjustment #2 - Property Tax Expense 

This adjustment calculates property tax expense based on a modified 

Arizona Department of Revenue (“ADOR”) formula that has been adopted 

by the Commission in a number of prior rate cases. The adjustment 

decreases Pima’s property tax expense by $1,401. 

’ The $789 adjustment to accumulated depreciation was calculated using the half-year 
Eonvention method of depreciation as shown on Schedule TJC-6. 
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Operating Income Adjustment #3 - Remove Materials and Supplies 

Expense That Should Have Been Capitalized 

This adjustment removes expensed items from the materials and supplies 

expense account and capitalizes it to the proper plant accounts. The 

adjustment reduces the expense by $22,391. 

Operating Income Adjustment #4 - Remove Contractual Services - 

Engineering Expense That Should Have Been Recorded to Construction 

Work in Progress (“CWIP”) 

This adjustment removes expensed items from the contractual services - 

engineering expense account and reclassifies it as CWIP. The adjustment 

reduces the expense by $1 9,524. 

Operatinq Income Adiustment #5 - Rate Case Expense 

This adjustment reflects RUCO’s $1 50,000 recommended level of rate 

case expense, to be normalized over four years. The adjustment 

decreases the Company-proposed level of annual rate case expense by 

$12,500 for an annual rate case expense of $37,500. 

operating Income Adiustment #6 - Miscellaneous Expense - Banking 

Fees 

This adjustment increases the miscellaneous expense account by $6,354. 

The adjustment shifts 50 percent of the bank fees - 100 percent of which 
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had been recorded on the Water Division’s books - to Pima’s Wastewater 

Division. 

Operating Income Adjustment #7 - Salaries and Wages Officers 

This adjustment, related to the director of the Company, decreases the 

salaries and wages expense account by $83,209. 

Operating Income Adjustment #8 - Intentionally Left Blank 

Operating Income Adjustment #9 - lntentionallv Left Blank 

Operating Income Adjustment #IO - lntentionallv Left Blank 

Operating Income Adjustment # I  1 - Income Tax Expense 

This adjustment removes the Company’s $85,405 adjusted Test Year pro 

forma adjustment for income tax expense. RUCO also recommends no 

recognition for income taxes on the proposed revenues on a going forward 

basis. The rationale for the adjustment will be explained by RUCO 

witness Mr. Rigsby in his direct testimony on income taxes. 
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tevenue Requirements - Summary 

2. Please summarize the results of RUCO’s analysis of the Company’s 

filing and state RUCO’s recommended revenue requirements for 

Pima’s Wastewater Division. 

As can be seen on my Schedule TJC-1, a comparison between the 

Company’s and RUCO’s recommended revenue increases is presented 

A. 

below: 

Pima Revenue RUCO Revenue Pima Revenue RUCO Revenue 
$3 Increase $’s Increase % increase % Increase 

$691,210 $232,207 22.32% 7.50% 

?ate Design - Summary 

3. Please summarize RUCO’s rate design for Pima Utility Company’s 

Wastewater Division. 

RUCO’s rate design is similar to the Company’s with two exceptions. The 

first exception is the difference between Pima and RUCO’s overall gross 

revenue increase. The second difference is that RUCO’s rate design is 

based on the NARUC meter multiplier where the Company’s rates at 

different meter sizes are chosen independently. This will all be discussed 

in greater detail later in my testimony. 

4. 
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1. What would be a typical monthly bill for a 5/8 X 314 inch meter 

residential customer under RUCO’s recommended rates and the 

Company-proposed rates? 

Under RUCO’s recommended rates, a 518 X 314 inch meter residential 

customer would experience a typical monthly bill of $23.76 which is $1.03, 

or 4.53%, higher than Pima’s present rate of $22.73. Under the 

Company-proposed rates, a 518 X 314 inch meter residential customer 

4. 

would experience a typical monthly bill of $27.79 which is $5.06, or 

22.26%, higher than Pima’s present rate of $22.73. 

RATE BASE ADJUSTMENTS 

Q. 

4. 

Q. 

A. 

Please address and explain the rate base adjustments made by 

RUCO in this proceeding. 

RUCO made three adjustments to the Company-proposed level of rate 

base, which are explained on the succeeding pages. 

Rate Base Adiustment # I  - Utilitv Plant in Service (UPIS) and 

Accumulated Depreciation 

Please explain RUCO’s adjustment to the Company’s UPlS and 

accumulated depreciation balances. 

RUCO’s adjustment is based on a reconstruction of UPlS additions, 

adjustments, and retirements that have occurred since the Company’s last 
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rate case3 in order to determine the proper plant and accumulated 

depreciation balances for the test year in this case. 

Q. 

4. 

Q. 

A. 

Q. 

A. 

Does RUCO accept the Company’s balances of UPlS and 

accumulated depreciation for a starting point? 

No, not entirely. There are some nominal differences between RUCO and 

the Company’s recommended UPlS and accumulated depreciation 

balances. The primary difference is due to the Company including some 

plant additions that predates Pima’s last rate case Test Year ended 

December 31, 1997. 

In what circa was the plant additions claimed by the Company? 

The plant additions were from 1994 through 1996. Those years predate 

the Company’s last Test Year of 1997. The Company’s consultant 

identified the plant additions in his work papers as “sewer plant recorded 

on water books - not included in Decision 621 84.’’ 

What is RUCO’s rationale for not recognizing and allowing the 

approximate $37,858 of plant in which the Company included in its 

UPIS balance? 

There are two primary reasons why RUCO does not recognize and allow 

the said plant. First, it would be retroactive ratemaking to include any 

The UPlS and accumulated depreciation balances authorized in Commission Decision No. 
621 84, dated January 5, 2000, for Pima Utility Company’s Wastewater Division. 
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plant that predates January 1, 1998 because Decision No. 62184 was 

based on a Test Year end December 31, 1997. Second, RUCO reviewed 

the plant in question and determined that over 90 percent of the $37,858 

of plant additions would be fully depreciated by 201 0. 

Q. 

4. 

Q. 

A. 

What adjustment does RUCO recommend to account for this plant 

and associated accumulated depreciation? 

RUCO recommends reducing the Company’s gross utility plant in service 

balance by $37,858 and accumulated depreciation by $43,884. These 

adjustments are shown on Schedule TJC-2 and TJC-3 with the details 

shown on TJC-4 Direct Plant, page 13 on line 45. 

Rate Base Adjustment #2 - Convert Advances in Aid of Construction 

IAIAC) to Contributions in Aid of Construction (CIAC) 

Please explain RUCO’s rate base adjustment that converts all of the 

Company’s AlAC balance to CIAC? 

During the discovery phase, the Company determined that it had a single 

line extension contract recorded as AlAC in the Wastewater Di~is ion.~ 

Pima stated the following: 

Due to the bankruptcy of the developer, Pima has been 

unable to pay the refunds due to the developer and is 

unaware of a successor entity to which payments can be 

made. Since it is unlikely that Pima will ever be able to 

See Company response to Staff data request CSB 1-12. 4 
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actually pay the amounts due, Pima believes it may be more 

appropriate to eliminate the account payable to the 

developer and reclassify the full amount of the original 

advance to Contributions in Aid of Construction. 

2. 

4. 

2. 

4. 

... 

Does RUCO agree with the Company’s suggestion to reclassify the 

AlAC balance to CIAC? 

Yes. 

What adjustments did RUCO make to convert the AlAC to CIAC? 

RUCO reversed the Company’s net AlAC balance of $285,313 io zero and 

added the gross AlAC balance of $343,412 to CIAC. This adjustment also 

has an impact on operating income because it will decrease Pima’s 

proposed depreciation expense. RUCO believes that Pima should 

eliminate the account payable to the developer from the Company’s 

books. RUCO’s adjustments are shown on Schedule TJC-2 and TJC-3 

with the details shown on TJC-5. 
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2. 

4. 

2. 

4. 

Q. 

4. 

Rate Base Adiustment #3 - Capitalize an Expensed Plant Item to Plant 

Please explain RUCO's rate base adjustment that capitalizes a plant 

item that had been erroneously expensed by the Company. 

During the discovery phase, the Company also determined that it had 

expensed a wastewater plant item that should have been ~apitalized.~ 

Pima stated the following: 

In review of the test year costs, it was determined that 

$22,391 of these costs should have been capitalized to 

Utility Plant in Service. 

Does RUCO agree with Pima's assessment that the expensed plant 

item should have been capitalized and recorded in the appropriate 

plant accounts? 

Yes. 

Please explain why RUCO capitalized the expensed plant item and 

recorded it in the appropriate plant accounts. 

RUCO removed $22,931 from the materials and supplies expense 

account on the income statement and capitalized the same amount to the 

appropriate plant accounts. A half-year convention for depreciation 

expense was removed from accumulated depreciation in the amount of 

$789. These adjustments are shown on Schedule TJC-2 and TJC-3 with 

the details shown on TJC-6. These adjustments had a nominal impact on 

' See Company response to Staff data request CSB 1-34. 
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the Company’s operating income through additional depreciation expense 

on a going forward basis. 

2. 

4. 

Rate Base Adjustment #4 - Reclassify an Expensed Plant Item to 

Construction Work in Prowess (CWIP) 

Please explain RUCO’s rate base adjustment that reclassifies an 

expensed plant item to CWIP. 

During the discovery phase, the Company further determined that it had 

expensed a wastewater plant item that should have been reclassified to 

CWIP.‘ Pima stated the following: 

The increase is due primarily to several B&R Engineering 

invoices, in the amount of $19,523.75, related to the 

preliminary engineering for the Hunt Highway Sewer Force 

Main project. These invoices should have been capitalized 

to Construction Work in Progress. 

This adjustment has no bearing on Pima’s rate base because it was never 

recorded to UPlS but expensed on the income statement. The contractual 

services - engineering expense will be reduced by $19,524 in the 

operating income section of this testimony later. Because the ACC does 

not afford CWIP rate base treatment, except in rare and extraordinary 

circumstances (i.e. Palo Verde Nuclear Plant Construction), there is no 

‘See Company response to Staff data request CSB 1-36. 
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rate base adjustment required. This discussion was for clarification 

purposes only. 

3PEFtATING INCOME ADJUSTMENTS 

3. 

4. 

Q. 

A. 

Q. 

A. 

Please address and explain the operating income adjustments that 

RUCO is recommending in this proceeding. 

RUCO recommends eight operating income adjustments to Pima’s 

operating income elements as summarized earlier in this testimony. The 

cumulative review, analysis, and adjustments made by RUCO are 

explained on the succeeding pages. 

Operating Income Adjustment # I  - Depreciation Expense 

Do you agree with the Company’s adjusted Test Year depreciation 

expense as filed in its Application? 

No. 

What factors drove RUCO’s adjustment to Pima’s level of adjusted 

test year depreciation expense? 

Three primary factors drove RUCO’s adjustment to Pima’s requested level 

of adjusted test year depreciation expense. First, RUCO’s level of UPlS 

differs from the Company’s adjusted Test Year levels. This is solely due 

to RUCO’s rate base adjustments # I  and #3 explained earlier in my 

testimony. 
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Second, RUCO’s CIAC balance is higher than the Company’s adjusted 

Test Year ClAC balance. This is solely due to RUCO rate base 

adjustment #2, which converts the Company’s gross AlAC balance to 

ClAC (See RUCO Testimony). 

The third and final reason for the differences in the levels of depreciation 

expense is that the Company is not depreciating plant that is booked in 

seven depreciable plant account balances. This can be seen in the 

Company’s depreciation expense schedule (Company Schedule C-2, 

page 2) and was discussed with Pima’s rate consultant Mr. Bourassa. As 

can be seen on Schedule TJC-9, RUCO is depreciating the plant 

contained in those seven account balances. The remaining issue in this 

area is Mr. Bourassa’s depreciation calculations continues to take 

depreciation expense on transportation equipment that has been fully 

depreciated. Because the equipment in this account has been fully 

depreciated, there should be no depreciation expense on a going forward 

basis. 

Q. 

4. 

What adjustment was necessary to correct the problems with the 

Company’s depreciation expense described above? 

It was necessary to increase the Company’s adjusted Test Year 

depreciation expense by $3,021. The adjustment is shown on Schedule 

TJC-7 and TJC-8 with the details shown on TJC-9. 
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1. 

4. 

Q. 

A. 

Q. 

A. 

Operating Income Adiustment #2 - Property Tax Expense 

Has RUCO changed its approach to computing property tax expense 

for the adjusted Test Year? 

Yes. RUCO has adopted the method that the Staff has been using for the 

past several rate cases. This method of computing property tax expense 

also has an effect on the adjusted Test Year income taxes and 

computation of the gross-up conversion factor. This was adopted by 

RUCO primarily to eliminate issues of comparability of the Test Year level 

of adjusted operating expenses and adjusted operating income. 

Has RUCO made an adjustment to the Company-adjusted Test Year 

level of property tax expense? 

Yes. 

Please explain the reasons why RUCO has made an adjustment to 

the Company-proposed level of adjusted Test Year property tax 

expense? 

There are essentially three reasons that led to RUCO’s adjusted Test Year 

property tax expense adjustment. First, the Company included 100 

percent rather than the proper 10 percent of CWIP in its property tax 

calculation, as can be seen on Company Schedule C-2, page 3 on line I O .  

That has been corrected in RUCO’s calculation. However, RUCO’s 

operating income adjustment #4 removed an expensed item and 
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reclassified it to CWlP in the amount of $19,524. The Company has 

agreed to this reclassification of CWlP in its data response to Staff data 

request CSB 1-36. The proper amount of CWlP to be reflected on 

Company Schedule C-2, page 3 on line 10 is $3,971 rather than the 

Company’s $20,190. 

Second, the Company includes the gross book value rather than the 

correct net book value of licensed vehicles, as can be seen on Company 

Schedule C-2, page 3 on line 11. Pima Wastewater’s net book value of 

licensed vehicles is zero not $21,830 as shown on the Company’s 

schedule because the vehicles are fully depreciated with no net book 

value remaining. 

Finally, RUCO and the Company have slightly different effective property 

tax rates. This is due to Company not including two parcels when 

calculating the overall effective property tax rate. The Company includes 

a separate line item for those two parcels (See Company Schedule C-2, 

page 3 on line 17) in the modified version of the Arizona Department of 

Revenue - Centrally Valued Properties (“ADOR”) method for determining 

property taxes. The ADOR methodology does not cite such an inclusion 

of a separate line item for tax on parcels. Moreover, an ACC Staff witness 

recently testified in the Goodman Water Company rate case in Docket No. 

W-025OOA-10-0382 as follows: 
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There are two issues to note on Mr. Bourassa’s rejoinder 

Schedule C-2, page 3. The first one is, pertains to line 17, 

tax on parcels, $1,320. And I was wondering what that item 

was. 

So I contacted the Arizona Department of Revenue 

personnel that deal with these centrally valued properties 

and inquired about why there might be any such thing in a 

water utility’s tax bill, and they assured me that there is no 

such thing; and they did some research on it and got back 

to me, and they assured me that there is no such thing, and 

that one hundred percent of the property tax bill is based on 

revenues.. . 

... And so we just wanted to comment that we don’t 

anticipate that in future rate cases that we’ll be providing any 

amount for taxes on parce~s.~ 

RUCO’s effective property tax rate calculation includes the tax on parcels 

and is multiplied by assessed value to arrive at RUCO’s recommended 

adjusted Test Year property tax expense. 

Tr. at 969-970 lines 9-25 and 1-14 (Gordon Fox). 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

What adjustment to adjusted Test Year property tax expense does 

RUCO recommend to account for the reasons you pointed out 

above? 

It is necessary to reduce the Company’s adjusted Test Year property tax 

expense by $1,401. The adjustment is shown on Schedule TJC-7 and 

TJC-8 with the details shown on TJC-IO. 

Operating Income Adiustment #3 - Remove Materials and Supplies 

Expense and Capitalize to Plant Accounts 

Please explain RUCO’s adjustment to materials and supplies 

expense. 

During the discovery phase in this case, it was determined by the 

Company that it had expensed a wastewater plant item that should have 

been capitalized .8 Pima stated the following: 

In review of the test year costs, it was determined that 

$22,391 of these costs should have been capitalized to 

Utility Plant in Service. 

Does RUCO agree with Pima’s assessment that the expensed item 

should have been capitalized to the appropriate plant accounts? 

Yes. 

See Company response to Staff data request CSB 1-34. 8 
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2. 

4. 

a. 

4. 

What adjustments did RUCO make to incorporate the Company’s 

assessment that the expensed item should have been capitalized to 

the appropriate plant accounts? 

RUCO removed $22,931 from the materials and supplies expense 

account on the income statement and capitalized the same amount to the 

appropriate plant accounts. RUCO’s adjustment is shown on Schedule 

TJC-7 and TJC-8 with the details shown on TJC-11. The adjustment will 

also have a nominal impact on the operating income through additional 

depreciation expense on a going forward basis. 

Operating Income Adiustment #4 - Remove Contractual Services - 

Engineering Expense and Reclassify to Construction Work in Progress 

lCWlP) 

Please explain RUCO’s adjustment to contractual services - 
eng i neeri ng expense. 

During the discovery phase in this case, it was determined by the 

Company that it had expensed a wastewater plant item that should have 

been reclassified to CWIP.’ Pima stated the following: 

“The increase is due primarily to several B&R Engineering 

invoices, in the amount of $19,523.75, related to the 

preliminary engineering for the Hunt Highway Sewer Force 

Main project. These invoices should have been capitalized 

to Construction Work in Progress.” 

See Company response to Staff data request CSB 1-36. 
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RUCO’s adjustment reduces the contractual services - engineering 

expense by $19,524 and reclassifies it to CWIP. The adjustment is shown 

on Schedule TJC-7 and TJC-8 with the details shown on TJC-12. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Operating Income Adiustment #5 - Rate Case Expense 

Has RUCO made an adjustment to Pima’s requested level of rate 

caseexpense? 

Yes. RUCO has reduced Pima’s requested total level of rate case 

expense of $200,000 by $50,000 for a total rate case expense of 

$1 50,000 or 37,500 per year over a four-year period. 

How did RUCO arrive at its adjustment to rate case expense? 

RUCO’s compared the Company-proposed level of rate case expense to 

levels of rate case expense that were incurred in other rate cases before 

the Commission. Based on RUCO’s review, RUCO believes that the 

Company’s request is not reasonable in this case. 

What other rate cases did RUCO review? 

RUCO reviewed a number of cases that involved utilities such as Arizona 

Water Company (,,A,,”) and UNS Gas, Inc. (“UNSG”). The most 

compelling case that RUCO looked at involved Sunrise Water Co.” 

(“Sunrise”), a Class B water provider organized as an S corporation like 

Docket No. W-02069A-08-0406 10 
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Pima. In that case, which was filed in August 2008 and decided on 

December 23, 2009, the Commission adopted a total level of rate case 

expense of $82,500 or $27,500 to be amortized over three years. The 

Sunrise rate case involved a number of ratemaking issues including the 

recovery of income taxes in rates. Sunrise obtained the services of an 

outside attorney and a professional consultant (Mr. Ray Jones who is also 

testifying in this case on behalf of Pima). Given the similarities of the two 

cases, RUCO believes that the Sunrise case is a good yardstick for 

determining the reasonableness of Pima’s requested level of rate case 

expense. Despite the similarities, RUCO’s recommended total rate case 

expense of $1 50,000 for Pima is $67,500 more than what the Commission 

adopted for Sunrise in Decision No. 71445. 

Q. 

A. 

How did the rate case expense levels of other utilities compare with 

the level of rate case expense requested by Pima? 

In a prior rate cases for AWC’s Northern and Eastern Groups”, which 

were comprised of five and eight individual water systems respectively, 

the Commission approved a total of $250,000 in rate case expense for 

each Group, or $50,000 more than Pima’s requested level of expense in 

this proceeding. The Commission later authorized $250,000 in rate case 

expense for a case involving AWC’s Western GroupI2 which was 

l1 Decision No. Decision No. 64282, dated December 28, 2001 and Decision No. 66849, dated 
March 19.2005 
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comprised of five separate water systems. In the most recent rate cases 

for AWC’s Western and Eastern Groups, AWC requested total rate case 

expense of $626,1 5613 and $476,874 respectively. While these requested 

amounts are $226,156 and $76,874 higher that the $400,000 that Pima is 

seeking for both its Water and Wastewater Systems, it has to be 

remembered that AWC is a statewide Class A utility and its filings 

consisted of multiple water systems where this case only involved two 

operating divisions. 

In the pending UNSG rate case, UNSG requested a total rate case 

expense of $700,000. UNSG is a Class A public service corporation that 

serves far more customers over a much larger service territory than Pima. 

UNSG’s rate case is much bigger, involved more parties and also deals 

with more complex ratemaking issues such as decoupling. Both ACC 

Staff and RUCO are recommending that UNSG’s requested level of 

expense be reduced to $400,000, which is the same amount that Pima is 

requesting for the Company’s Water and Wastewater Divisions combined. 

Based on the comparisons provided above RUCO believes that its 

$37,500 recommended annual level of rate case expense is reasonable 

and should be adopted by the Commission. Nevertheless, RUCO 

Decision No. 68302, dated November 14, 2005 

AWC eventually agreed to RUCO’s total rate case expense figure of $304,975 

12 

13 
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reserves the right to make a further upward or downward adjustment to 

rate case expense as additional evidence is produced in this case. 

3. 

4. 

Are there any other issues regarding rate case expense that RUCO 

wants to address? 

Yes. RUCO is concerned that traditional rate recovery for rate case 

expense is an inequitable solution for Pima. Normally, rate case expense 

is amortized / normalized over a short period of years that is reflective of 

the typical amount of time a utility stays out between rate cases. 

However, Pima does not come in for rate cases very often. The water 

division filed its last rate case with a Test Year ending December 31, 1992 

while the wastewater division’s last rate case was filed with a Test Year 

ending December 31, 1997. The Company has reached build out and 

RUCO has no reason to believe that this Company will come in for 

another rate case in the near future. 

If history repeats itself and it normally does, this long stay out would result 

in a windfall to the Company since rate case expense is a non-recurring 

expense and will be collected through rates until the Company’s next rate 

case. For example, this scenario is based on the Company Wastewater 

Division’s requested amount of annual rate case expense of $50,000 

($200,000 of total rate case expense / amortized over 4 years = $50,000 

of annual rate case expense). If the Company does not file another rate 
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case for another 20 to years, the Company would collect $1,000,000 

($50,000 of annual rate case expense x 20 years = $1,000,000) in rate 

case expense through its base rates from Pima’s ratepayers. If the 

Company does not file another rate case for ’15 years, Pima would collect 

$750,000 in rate case expense through its base rates. This amounts to an 

over-collection of rate case expense of five-fold in the 20 year scenario 

and 3.75 times in the 15 year scenario. Had the Commission authorized a 

$50,000 annual rate case expense in Decision Nos. 58743 and 62184 

dated August 11, 1994, and January 5, 2000 respectively, the scenario 

described above would have actually happened. 

Q. 

A. 

Q. 

A. 

Why does RUCO believe that it “is likely” that the Company will not 

file a rate case for another 15 to 20 years? 

By the Company’s own admis~ion,’~ “Pima Utility Company’s service area 

is built out.” There are limited reasons in the foreseeable future for the 

Company to file another rate case anytime soon. 

What does RUCO recommend to prevent or curtail that event from 

happening in the future? 

RUCO offers three different options that would prevent the above scenario 

from happening. First, a surcharge for rate case expense could be 

applied as a separate line item on the customers’ bill. When the rate case 

l4 See Company data response to Staff data request CSB 1-12. 
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expense authorized in this proceeding has been fully collected through the 

surcharge, the surcharge would be eliminated and nothing but base rates 

would apply going forward. 

The second option is to extend the normalization period to ten years. This 

option would lower rates. If the Company were to file a rate case prior to 

fully collecting the authorized rate case expense, RUCO recommends that 

the Company be granted a deferred accounting order, which would allow 

Pima to amortize the remaining unrecovered expense over some period of 

time. This option completely eliminates the possibility of under-collecting 

the authorized level of rate case expense. The third option simply reduces 

the Company’s level of authorized rate case expense with no deferred 

accounting order. 

Of the three options, RUCO recommends the second option. Increasing 

the normalization will ameliorate the rate impact on ratepayers. It will 

further avoid the often unfavorable response of the public to a surcharge. 

Finally, while RUCO would not object to a reduction in the overall rate 

case expense, it is recommending. RUCO will reserve its right to further 

explore this option in coming up with a final recommendation as to a 

reasonable amount of rate case expense. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Operating Income Adjustment #6 - Miscellaneous Expense - Bank Fees 

Please explain RUCO’s adjustment to Pima’s miscellaneous 

expense. 

During the discovery phase in this case, it was determined by the 

Company that it had allocated 100 percent of bank fees to Pima’s Water 

Division. The Company stated it “should have been allocated on a 50/50 

basis. ’” 

Does RUCO agree with the Company that the bank fees should have 

been allocated on a 50150 basis between the water and wastewater 

divisions? 

Yes. RUCO has made that adjustment to allocate the bank fees on a 

50150 basis. 

What adjustment to the wastewater division is necessary to allocate 

the bank fees on a 50150 basis? 

RUCO’s adjustment increases the wastewater’s miscellaneous expense 

account by $6,354 and decreases the water division’s miscellaneous 

expense account by the same amount. This adjustment is shown on 

Schedule TJC-7 and TJC-8 with the details shown on TJC-14. 

j 5  See Company response to Staff data request CSB 1-1 8. 
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Q. 

4. 

Q. 

A. 

Operating Income Adiustment #7 - Salaries and Wages Officers 

Please explain RUCO’s adjustment to Pima’s salary and wage 

expense. 

RUCO’s adjustment relied on Pima’s response to Staff data request CSB 

1-29. The Company’s response included attachments that listed 

employee names, job titles, hours worked, gross pay, and payroll burden. 

Based on RUCO’s analysis of the referenced documents, it became clear 

that Chairman of the Board E. J. Robson’s hourly pay rate was exorbitant 

and RUCO made an adjustment to the hourly pay rate. 

What was the pay rate identified in the referenced documents 

provided by Pima? 

It identified Mr. Robson’s gross pay as $90,294 with 56.68 hours worked, 

which equates to $1,593 per hour ($90,294 / 56.68 hrs. = $1,593.05). 

Approximately the same amount is being charged to the water division 

also. That is a total of over $180,000 being charged to Pima Utility 

Company’s rate payers for one person’s wages! The same set of 

customers is being asked to share this $90,000 burden twice on both the 

water and wastewater divisions. The Company’s request is unreasonable 

and excessive and the Company’s ratepayers should not have to bear in 

their rates. 
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2. 

I. 

7. 

4. 

How did RUCO determine the basis for its adjustment? 

From RUCO’s experience in other large Class A water and wastewater 

rate cases, other Presidents and CEOs of watedwastewater companies in 

Arizona receive far less than $1,593 per hour. RUCO based its 

recommended hourly rate from other water and wastewater 

Presidents/CEOs in Arizona at $125 per hour, which is fair and 

reasonable. 

What adjustment is necessary when basing RUCO’s adjustment to 

salary and wage expense of other Arizona water and wastewater 

Pres idents/CEOs? 

The necessary adjustment reduces the referenced salary by $83,209. 

This adjustment is shown on Schedule TJC-7 and TJC-8 with the details 

shown on TJC-15. 

Operating Income Adjustment #8 - lntentionallv Left Blank 

Operating Income Adjustment #9 - Intentionally Left Blank 

Operating Income Adjustment # I O  - lntentionallv Left Blank 
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Operating Income Adiustment # I  1 - Income Tax Expense 

Did RUCO make an adjustment to the Company-proposed level of Q. 

income tax expense? 

4. Yes. RUCO reversed the Company’s proforma income tax expense 

adjustment because of Pima’s status as an S corporation. RUCO’s 

decision not to include income taxes in rates for Pima will be explained in 

the direct testimony of RUCO witness, Mr. Rigsby. 

RATE DESIGN 

Q. 

A. 

Q. 

A. 

Please describe RUCO’s rate design for Pima Utility Company’s 

Wastewater Division. 

RUCO’s rate design is similar to the Company’s with two exceptions. The 

first exception is the difference between Pima and RUCO’s overall gross 

revenue increase. The second difference is that RUCO’s rate design is 

based on the NARUC meter multiplier where the Company’s rates on 

different meter sizes are chosen independently. Because of this 

difference RUCO’s recommended rates are lower on a dollar and 

percentage basis on larger meter sizes than what the Company proposed. 

Why are RUCO rates lower on a dollar and percentage basis on 

larger meter sizes than what the Company proposed. 

The reason that the dollar increase is lower for RUCO’s recommended 

increase in rates is because of RUCO’s lower recommended increase in 
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revenue. RUCO’s revenue increase is approximately one-third of the 

amount proposed by the Company. There are fewer dollars needed to 

generate RUCO’s recommended revenue increase in all meter sizes and 

customer classifications. In addition, RUCO used the NARUC meter 

multiplier for the meters larger than 5/8 x 314 inch whereas the Company 

independently assigns rates for the larger meters. As a consequence, 

RUCO’s rates for larger meters are very similar to the Company’s present 

rates. The reason that the percentage increase is lower, for RUCO’s 

recommended increase in rates on larger meters than the Company’s 

proposed rates is because of RUCO’s second exception mentioned in the 

previous answer above. RUCO concludes that the larger meter size 

customers were being overcharged compared to the 5/8 x 314 inch 

metered customers. 

Q. 

A. 

Does RUCO and Pima’s rate design propose flat monthly rates with 

no commodity charges for all customer sires and classifications (Le. 

residential, commercial, and effluent customer classifications)? 

Yes, with one exception. The only customer classification that has a 

commodity rate associated with their rate design is two golf courses 

receiving effluent sales from Pima’s wastewater treatment plant. Under 

RUCO’s recommended rate design for the effluent customers, both 

effluent customers would pay a flat $190.00 monthly charge plus a 

commodity rate of $0.64 per 1,000 gallons compared to the Company’s 
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proposed flat monthly charge of $232.56 plus a commodity rate of $0.70 

per 1,000 gallons. 

7. 

4. 

Q. 

A. 

What is the monthly 5/8 x 314 inch residential wastewater customer’s 

monthly bill under RUCO’s rates compared to the Company’s 

proposed rates? 

RUCO’s monthly bill for a 518 x 314 inch residential customer is $23.76 or 

$1.03 (or 4.53%) higher than Pima’s present rate of $22.73. Pima’s 

proposed monthly bill for a 518 x 314 inch residential customer is $27.79 or 

$5.06 (or 22.26%) higher than Pima’s present rate of $22.73. A typical 

monthly bill for a 5/8 x 3/4 Inch residential customer is shown for the 

Company’s present rates, proposed rates, and RUCO recommended rates 

in the table below: 

Company Company RUCO 
Residential Present Rate Proposed Rate Rec. Rate 
5/8 x 3/4 inch $22.73 $27.79 $23.76 

Do the residential and commercial classifications share the same 

rates under the Company’s present and proposed rates and under 

RUCO’s recommended rates? 

Yes. The only classification with unique rates is the two effluent 

customers, which share the same rates and was discussed earlier. 
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Q. 

A. 

Q. 

A. 

Does your silence on any of the issues, matters or findings 

addressed in the testimony of any of the witnesses for Pima 

constitute your acceptance of their positions on such issues, 

matters or findings? 

No, it does not. 

Does this conclude your testimony on Pima’s Wastewater Division? 

Yes, it does. 
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APPENDIX 1 

Qualifications of Timothy J. Coley 

WORK HISTORY 

July 2000 - Present: RESIDENTIAL UTILITY CONSUMER OFFICE, Phoenix, Arizona 
Public Utilities Analyst V. The Residential Utility Consumer Office (RUCO) is a 
consumer advocate group providing residential consumers a voice in utility regulation and 
backed by a professional staff with legal and financial expertise. Responsibilities include: 
audited, reviewed and analyzed public utility companies various filings; prepared written 
testimony, schedules, financial statements, and spreadsheet models and analyses. 
Testified and stand cross-examination before the Arizona Corporation Commission. 

January 2000 - April 2000: JACKSON HEWITT TAX SERVICE, Phoenix, Arizona 
Tax Preparer. Interviewed clients, determined tax situation, and explained how the tax 
laws benefited them in their specific situation. Ensured that each customer received 
every deduction that they were entitled. Prepared individual and business income tax 
returns, which best utilized each specific situation that minimized their tax obligations. 

May 1998 - November 1999: BENEFITS CONSULTING, Cypress, Texas 
Consultant Assistant. The consulting firm specialized in alleged medical claim charges 
brought against the government of Harris County in Houston, Texas. Assisted in the 
review, examination, and analysis of the attested charges. Determined if the purported 
medical claim charges were prudent, customary, and reasonable for the alleged 
sustained injuries. The firm analyzed cases for both the County's Risk Department and 
Attorneys Office. 

January 1992 - April 1998: PHOENIX SERVICES, Villa Rica, Georgia 
Owner. Provided landscaping services primarily in a high growth gated community where 
the Property Owners' Association approved mandated ordinances to be strictly adhered 
and abided by. Coordinated and supervised all aspects of projects from inception to 
completion, from master planning to site design to installation. 

May 1989 - October 1991: GEORGIA PUBLIC SERVICE COMMISSION, Atlanta, GA 
Senior Auditor. The Public Service Commission (PSC) was responsible for regulating 
many intrastate telecommunications, electric, and gas utility industries operating in 
Georgia. It was the PSC's job to ensure that consumers received adequate and reliable 
service at reasonable rates. It must also assure the utility companies and investors an 
opportunity to earn a fair rate of return on prudent investments. The Commission 
participated significantly in Georgia's economic health and growth. I was promoted to the 
PSC's ElectricGas Division where I examined, verified, and analyzed various financial 
documents, accounting records, reports, ledgers, and statements. In addition, I was 
assigned to automate the PSC's Electric Division where I utilized a computer application 
process that I had developed earlier while with the (PSC) Telecommunication Division. I 
was later ascribed to work in conjunction with the Engineering Department and 
established a procedure to track and compare costs of operation and maintenance 
(O&M) expenses of nuclear electric generating plants. This effort determined a 
comparative price per kilowatt-hour produced that influenced the awareness for the 
company to control the O&M costs, which benefited the consumer through lower prices. 

0 

0 

Developed computer application system that streamlined audit procedures by 30 - 40%. 
Various other schedules were implemented to track, maintain, and control costs. 



TIMOTHY J. COLEY (Page 2) 

GEORGIA PUBLIC SERVICE COMMISSION (continued) 

November 1986 - April 1989: Georgia Public Service Commission, Atlanta, Georgia 
Auditor. Regulated telecommunications and also oversaw the deregulation process that 
was currently under way in that industry. Examined and analyzed accounting records to 
determine financial status of companies and prepared financial reports concerning audit 
findings. Reviewed data including payroll, time sheets, purchase vouchers, cash receipt 
ledgers, financial reports, and disbursements. Verified statewide telephone company 
transaction classifications and documentation. 

Developed computer application utilizing Lotus to completely automate and 
streamline the entire telecommunication audit process. The results saved 25% in field 
audit time and produced a product of professional appearance. 
Created, coordinated, and implemented "Operational Project Training" automated 
procedure-training program. Trained and supervised staff of five auditors. 
Computerized "Desk Audit Analysis" program that identified 11 independent 
telephone companies in the state of over-earning and resulted in $4.1 M annual 
savings to the Georgia ratepayers affected. 

October 1985 - October 1986: Georgia Public Service Commission, Atlanta, Georgia 
Junior Auditor. Assisted in planning and performing telecommunication audit 
engagements. Examined financial records, internal management control, 
correspondence, bills, and records of services delivered in order to verify or recommend 
compliance with company specifications contained in contracts, agreements, regulations, 
and/or laws. 

As a special project, I was assigned to analyze the results of a survey designed to 
evaluate "Interest in Organizing a Multi-State Nuclear Management Review Group" 
by the Director of Utilities. Wrote the draft and findings for the speech that was 
presented to all participatory commissions. 

PROFESSIONAL MEMBERSHIPS 
Elected Member of the National Honor Society for Public Affairs and Administration. 
Active Member of Delta Sigma Pi - Professional Business Fraternity. 

SPECIAL TRAINING AND CERTIFICATES 
The Graduate School of Business Administration - Michigan State University; 
completed the Annual Regulatory Studies Program of the National Association of 
Regulatory Utility Commissioners. 
Completed Graduate Exit Paper on "Deregulation of the Electric Industry". 
Attended Eastern Utility Rate School in 2000 and 2005. 

EDUCATION 
Currently enrolled at Arizona State University - West in the Post Baccalaureate 
Graduate Certificate Program in Accountancy with two courses remaining. 
Master of Public Administration, State University of West Georgia, 1997, GPA 3.5. 
BS Business Management & Administration, Minor in Economics, Sorrel School of 
Business, Troy State University, 1985. 
AA Business Administration, Miles Community College, 1981. 



RESUME OF PUBLIC UTILITY RATE CASES & AUDITS PARTICIPATION 

Residential Utilitv Consumer Office For Years 2000 To Present 

Arizona-American Water Company - Docket No. WS-01303A-05-0405 

Arizona Public Service Co. - Docket No. E-01 345A-03-0437 

Tucson Electric Power Company - Docket No. E-01 933A-04-0408 

UniSource Merger - Docket No. E-04230A-03-0933 

Arizona-American Water Company - Docket No. WS-0 1 303A-02-0867 

Arizona Water Company (Eastern Group) - Docket No. W01445A-02-0619 

Litchfield Park Service Company - Docket Nos. W-O1427A-01-0487 & 
SW-01428A-0 1 -0487 

Arizona Water Company (Northern Group) - Docket No. W-01445A-00-0962 

Rio Verde Utilities, Inc. - Docket Nos. W-02156A-00-0321 & 
SW-02156A-00-0323 

Arizona-American Water Company (Paradise Valley) - 
Docket Nos. W-0130319-05-0405 & 

W-01303A-05-0910 

Arizona-American Water Company (Mohave District) - 
Docket No. WS-01303A-06-0014 

Arizona-American Water Company (Sun City & Sun Cit West Wastewater) - 
Docket No. WS-01303A-06-0491 

Arizona-American Water Company - Docket No. W-01303A-07-0209 

Chaparral City Water Company - Docket No. W-02113A-07-0551 

Arizona-American Water Company - Docket No. W-01303A-08-0227 



Residential Utility Consumer Office For Years 2000 To Present (cont’d) 

Arizona Water Company - Docket No. W-01445A-08-0440 

Far West Water & Sewer Company - WS-03478A-08-0608 

Rio Rico Utilities, Inc. - WS-02676A-08-09-0257 

Bella Vista Water Company - Docket No. W-02465A-09-0411 

Goodman Water Company - Docket No. W-02500A-10-0382 

Arizona Water Company - Western Group - Docket No. W-O1445A-10-0517 



Georgia Public Service Commission For Years 1985 - 1991 

Atlanta Gas Light Company 

Georgia Power Company 

Atlanta Gas Light Company (Management Audit) 

Georgia Power Company 

Trenton Telephone Company 

Fairmount Telephone Company 

Ellijay Telephone Company 

GTE, Inc. 

ALL-TEL Telephone Company 

Citizens Utilities Co. 

Ball Ground Telephone Company 

Lanett Telephone Company 

Brantley Telephone Company 

Blue Ridge Telephone Company 

Waverly Hall Telephone Company 

St. Marys Telephone Company 

Darien Telephone Company 

Statesboro Telephone Company 

Statesboro Telephone Co-op 

Wilkes Telephone Company 
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Direct Schedules 

TABLE OF CONTENTS TO TJC SCHEDULES 

SCH. 
NO. 

TJC-1 

TJC-2 

TJC-3 

TJC-4 DIRECT PLANT 

TJCd 

TJC-6 

TJC-7 

TJC-8 

TJC-9 

TJC-10 

TJC-11 

TJC-12 

TJC-13 

TJC-14 

TJC-15 

See RUCO WAR Testimony 

TJC-16 

PAGE 
NO. 

1 & 2  

1 

1 

1 

1 

1 

1 

REVENUE REQUIREMENT AND PROPERTY TAX CONVERSION COMPONENT FACTOR 

RATE BASE 

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS 

RATE BASE ADJUSTMENT NO. 1 - PLANT & ACCUMULATED DEPRECIATION RECONCILIATION ADJUSTMENT 

RATE BASE ADJUSTMENT NO. 2 - CONVERT AIAC TO ClAC ADJUSTMENT 

RATE BASE ADJUSTMENT NO. 3 - CAPITALIZE PLANT ITEMS THAT WERE PREV!OUSLY EXPENSED ADJUSTMEN1 

RATE BASE ADJUSTMENT NO. 4 - INTENTIONALLY LEFT BLANK 

RATE BASE ADJUSTMENT NO. 5 - INTENTIONALLY LEFT BLANK 

RATE BASE ADJUSTMENT NO. 6 - INTENTIONALLY LEFT BLANK 

OPERATING INCOME 

SUMMARY OF OPERATING INCOME ADJUSTMENTS 

OPERATING INCOME ADJUSTMENT NO. 1 - DEPRECIATION EXPENSE ADJUSTMENT 

OPERATING INCOME ADJUSTMENT NO. 2 - PROPERTY TAX EXPENSE ADJUSTMENT 

OPERATING INCOME ADJUSTMENT NO. 3 - REMOVE CAPITALIZED PLANT ITEMS THAT WERE EXPENSED 

OPERATING INCOME ADJUSTMENT NO. 4 - RECLASSIFY PLANT ITEMS THAT WERE EXPENSED TO CWlP 

OPERATING INCOME ADJUSTMENT NO. 5 - RATE CASE EXPENSE ADJUSTMENT 

OPERATING INCOME ADJUSTMENT NO. 6 - MISCELLANEOUS EXPENSE - BANK FEES ADJUSTMENT 

OPERATING INCOME ADJUSTMENT NO. 7 - SALARIES 6. WAGES - OFFICER 8 BD. OF DIRECTOR ADJUSTMENT 

OPERATING INCOME ADJUSTMENT NO. 8 - INTENTIONALLY LEFT BLANK 

OPERATING INCOME ADJUSTMENT NO. 9 - INTENTIONALLY LEFT BLANK 

OPERATING INCOME ADJUSTMENT NO. 10 - INTENTIONALLY LEFT BLANK 

OPERATING INCOME ADJUSTMENT NO. 11 - REMOVE COMPANT PROFORMA INCOME TAX ADJUSTMENT 

COST OF CAPITAL - WAR TESTIMONY 



Pima Utility Company -Wastewater Division 
Docket No. SW-02199A-114329 et al. 
Test Year Ended December 31,201 0 

REVENUE REQUIREMENT 

LINE 
NO. 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

- 

(A) 
COMPANY 

OCRBIFVR B 
DESCRIPTION COST 

Adjusted Original CostIFair Value Rate Base $ 9,863,271 

Adjusted Operating Income (Loss) $ 441,784 

Current Rate of Return (L2 I L1) 4.48% 

Required Operating Income (L5 X L1) $ 934,052 

9.47% 

Operating Income Deficiency (L4 - L2) $ 492,268 

Gross Revenue Conversion Factor (TJC-1, Page 2) 1 . a 4 1  

Required Rate of Return on Fair Value Rate Base 

Required Increase in Gross Revenue Requirement (L7 X L6) -691,2101 
Adjusted Test Year Revenue $ 3,096,775 

Proposed Annual Revenue (L8 + L9) $ 3,787,985 

Required Percentage Increase in Revenue (L8 I L9) 22.32% 

Rate of Return on Common Equity 10.50% 

Wastewater Division 
Direct Schedule TJC-1 

Page 1 of 2 

(B) 
RUCO 

OC R BlFVR B 
COST 

$ 9,832,800 

$ 656,839 

6.68% 

$ 885,935 

9.01 % 

$ 229,097 

1.01 36 

1-1 
$ 3,096,775 

$ 3,328,981 

7.50% 

9.40% 

References: 
Column (A): Company Schedules A-I and C-I 
Column (B): RUCO Schedule TJC-2, TJC-6, and TJC-14 
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Docket No. SW-02199A-11-0329 et al. 
Test Year Ended December 31,2010 

LINE 
NO. 

REVENUE REQUIREMENT - CONT'D 
GROSS REVENUE CONVERSION FACTOR 

DESCRIPTION 

CALCULATION OF GROSS REVENUE CONVERSION FACTOR: 
Revenue 

Subtotal (L1 thru L2) 

Subtotal (L4 - L5) 
Revenue Conversion Factor (L l  I L6) 

Proposed Bad Debt Expense (Per Co. Workpapers) 

Combined Federal, State, Property Tax Rate (L19) 

Wastewater Division 
Direct Schedule TJC-1 

Page 2 of 2 

(A) 

1 .oooo 

1 .oooo 
0.0134 
0.9866 
1.0136 1 I 



Pima Utility Company -Wastewater Division 
Docket No. SW-02199A-11-0329 et al. 
Test Year Ended December 31.2010 

RATE BASE - ORIGINAL C O S T  

Wastewater Division 
Direct Schedule TJCZ 

Page 1 of 1 

(A) (B) (C) 
COMPANY RUCO RUCO 

LINE AS FILED OCRBIWRB ADJ'TED 
NO. DESCRIPTION OCRBIWRB ADJUSTMENTS OCRBIRIRB 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 

Gross U t i l i  Plant in Service 

Less: 
Accumulated Depreciation 

Net Utility Plant in Service (L1 less L4) 

Advances in Aid of Construction 

Contributions in Aid of Construction (CIAC) 
Accumulated Amortization of ClAC 

Net ClAC (LIO less L11) 

Accumulated Deferred Income Taxes (ADIT) 
Customer Deposits 

Add: 
Allowance for Working Capital 

Net Regulatory Asset I (Liability) 

Rounding 
TOTAL RATE BASE (Sum L's 9,10,13, & 14 Thru 18) 

$ 22,055,018 $ (15.467) $ 22,039,551 

(1 1,546,833) 43,095 (1 1,503,738) 

$ 10,508,186 $ 27,628 $ 10,535,814 

$ (285,313) $ 285.313 $ 

(937,694) (343.412) ~1,281,106~ 
578,092 578,092 

$ (359.602) $ (343,412) $ (703,014) 

- $  - $  

$ 9,863,271 $ (30.471) $ 9,832,800 

References: 
Column (A): Company Schedule 51 
Column (B): Schedule TJC-3 
Column (C): Column (A) + Column (B) 
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Pima Utility Company -Wastewater Division 
Docket No. SW-02199A-11-0329 et al. 
Test Year Ended December 31.2010 

Wastewater Division 
Direct Schedule TJC-5 

Page 1 of 1 

RATE BASE ADJUSTMENT NO. 2 
CONVERT ADVANCES IN AID OF CONSTRUCTION (AIAC) TO CONTRIBUTIONS IN AID OF CONSTRUCTION (CIAC) 

(A) (B) (C) 
LINE COMPANY RUCO RUCO 
NO. DESCRIPTION AS FILED ADJUSTMENT AS ADJUSlED - 

1 AlAC as Company Filed 

2 RUCO Recommended AlAC Adjustment (See TJC-3. Column (C) Line 8) 

3 Net ClAC as Company Filed 

4 RUCO Recornmended ClAC Adjustment (See TJC-3. Column (C) Line 10) 

RUCO ClAC ADJUSTMENT CALCULATION: 

5 

6 

Company Net ClAC as Filed 

RUCOs Recornmended Net AlAC Conversion to ClAC as Company Filed 

Plus: 
Unpaid AlAC Refunds as Calculated by Company (See Co. Response to Staff Sewer DR CSB 1-12) 

RUCOs Recommended Gross AlAC Conversion to ClAC Adjustment (Line 6 + Line 7) 

RUCO Recommended ClAC Adjustment (Line 8) 

7 

8 

9 

$ 285.313 $ (285.313) $ 

$ 285.313 

$ 359,602 $ (343,412) $ (703,014) 

$ (343,412) 

$ 359,602 

285.313 

58,099 

$ 343,412 

1% (343,412)i 





Pima Utility Company -Wastewater Division 
Docket No. SW-02199A-11-0329 et al. 
Test Year Ended December 31.2010 

OPERATING INCOME 

Wastewater Division 
Direct Schedule TJC-7 

Page 1 of 1 

(A) (8) (C) (D) (E) 
COMPANY RUCO RUCO RUCO RUCO 

LINE AS TESTYEAR TESTYEAR PROP'D AS 
NO. DESCRIPTION FILED ADJMTS AS ADJ'TED CHANGES RECOMMD 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 

Revenues: 
Flat Rate Revenues 
Metered Revenues 
Other Revenues 

Total Sewer Revenues 

Operating Expenses: 
Salaries and Wages 
Salaries and Wages - Off. And Dir. 
Employee Pensions and Benefits 
Purchased Power 
Chemicals 
Materials and Supplies 
Oftice Supplies and Expense 
Contractual Services - Engheering 
Contractual Services - Accounting 
Contractual Services - Legal 
Contractual Services - Other 
Contractual Services -Water Testing 
Rents - Equipment 
Transportation Expenses 
Insurance - Vehicle 
Insurance - General Liability 
Insurance -Worker's Comp 
Reg. Comm. Exp. 
Reg. Comm. Exp. - Rate Case 
Bad Debt Expense 
Miscellaneous Expense 
Depreciation Expense 
Amortization of Deferred Operating Costs 
Taxes Other Than Income 
Property Taxes 
Income Tax 

$ 2,997,389 $ - $ 2,997,389 $ 232.207 $ 3,229,595 
93.356 93,356 93,356 
6,030 6,030 6,030 

$ 3,096.775 $ - $ 3.096.775 $ 232,207 $ 3,328,981 

$ 345,644 
90,294 

1 15,720 
134.337 
84,059 

184.532 
188,906 
20,305 
3,067 

108 
61.500 
15,729 

698 

3,067 
20,916 

222 

50,000 
9,509 
2,174 

1,010,700 
62,925 
10,449 

125,916 
85,405 

28.808 

$ 
(83,209) 

(22,391) 

(19,524) 

(12,500) 

6,354 
3,021 

(1.401) 
(85,405) 

$ 345,644 
7,085 

11 5,720 
134,337 
84,059 

162,141 
188,906 

781 
3,067 

108 
61,500 
15.729 

698 
28,808 
3,067 

20,916 
222 

37.500 
9,509 
8,528 

1.013.722 
62,925 
10,449 

124,515 

$ - $ 345,644 
7,085 

115,720 
134,337 
84,059 

162,141 
188,906 

781 
3,067 

108 
61,500 
15,729 

698 
28,808 
3,067 

20,916 
222 

37,500 
9,509 
8,528 

1.01 3,722 
62,925 
10,449 

3,110 127,625 

Total Operating Expenses $ 2,654,991 $ (215,055) $ 2,439,936 $ 3,110 $ 2.443,046 

Operating Income $ 441,784 $ 215,055 $ 656,839 $ 229,097 $ 885,935 

References: 
Column (A): Company Schedule C-I 
Column (B): TJC-7. Columns (B) Thru (I) 
Column (C): Column (A) + Column (B) 
Column (D): TJC-7, Columns B Thru K 
Column (E): Column (C) + Column (D) 
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Pima U t i l i  Company -Wastewater Division 
Docket No. SW-02199A-11-0329 et al. 
Test Year Ended December 31,201 0 

NARUC 
LINE ACCOUNT 
NO. 
1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
1 4  
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31  
32 
33 
34 
35 

36 

37 

38 

39 

40 
41 

42 

OPERATING INCOME ADJUSTMENT NO. 1 
TEST YEAR DEPRECIATION EXPENSE 

(4 
RUCO 

TOTAL GROSS 
NO. ACCOUNT NAME PLANT 
351 Organization Cost $ 
352 
353 
354 
355 
360 

361.1 
361.2 
362 
363 
364 
365 
366 
367 
370 

371.1 
371.2 
371.3 
374 
375 
380 
381 
382 
389 
390 

390.1 
391 
392 
393 
394 
395 
396 
397 
398 

Franchise Cost 
Land and Land Rights 
Structures & Improvements 
Power Generation Equipment 
Collection Sewers - Force 
Collection Sewers - Gravity 
Manholes & Cleanouts 
Special Collecting Structures 
Services to Customers 
Flow Measuring Devices 
Flow Measuring Installations 
Reuse Services 
Reuse Meters and Meter Installations 
Receiving Wells 
Pumping Equipment - Liff Stations 
Other Pumping Equipment 
Pumping Equipment - Recharge Wells 
Reuse Distribution Reserviors 
Reuse Transmission and Distribution 
Treatment & Disposal Equipment 
Plant Sewers 
Outfall Sewer Lines 
Other Plant & Misc Equipment 
mice Furniture & Equipment 
Computers & S o w r e  
Transportation Equipment 
Stores Equipment 
Tools, Shop & Garage Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communication Equipment 
Miscellaneous Equipment 
Other Tangible Plant 
Post-in-Service AFUDC 

TEST YEAR GROSS PLANT AND DEPRECIATION EXPENSE 

Less: 
AMORTIZATION OF CONTRIBUTIONS IN AID OF CONSTRUCTION (CIAC) 

AMORTIZATION OF REGULATORY ASSETSI(LIABILITIES) 

RUCO TOTAL DEPRECIATION EXPENSE 

Company As Filed 
Difference 

RUCO Adjustment (See TJC-7, Column (C) Line 29) 

91,528 
250,432 

97,523 
3,854,512 
1,791,722 

632,249 

226,251 
1,530,817 

103,441 
1,425,535 

134,185 
9,897,285 

972,510 
6,529 

10,884 
21,831 

154,776 
1,993 

118,827 

716,722 

$ 22,039,551 

(1,281,106) 

(6) 
COMPANY 

PROPOSED 
DEP. RATES 

0.00% 

Wastewater Division 
Direct Schedule TJC-9 

Page 1 of 1 

0.00% 
0.00% 
3.33% 
5.00% 
2.00% 
2.00% 
2 00% 
2.00% 
2 00% 
10.00% 
10.00% 
2 00% 
8.33% 
3.57% 
10.00% 
10.00% 
10.00% 
2.50% 
2.00% 
5.00% 
5.00% 
3.33% 
6.67% 
6 67% 

20.00% 
20.00% 
4.00% 
10 00% 
10.00% 
5.00% 

10.00% 
10.00% 
0.00% 
4.52% 

4.78% 

(C) 
TEST YEAR 

DEPRECIATION 
EXPENSE 

$ 

8,339 

1,950 
77,090 
35,834 

12,645 

8,077 
153,082 

10,344 
142,553 

2,684 
494,864 

64,866 
435 

2,177 

15,478 
199 

11,883 

32,396 

$ 1,074,898 

(61,176) 

$ 1,013,722 

1,010,700 
$ 3,021 

$ 3,021 

* Fully Depreciated 



Pima Utility Company - Wastewater Division 
Docket No. SW-02199A-11-0329 et al. 
Test Year Ended December 31,2010 

LINE 
NO. 

1 
2 
3 
4a 
4b 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 

16 
17 

18 
19 
20 
21 

22 
23 
24 

RUCO OPERATING INCOME ADJUSTMENT NO. 2 
PROPERTY TAXES 

ProDertv Tax Calculation 

RUCO Adjusted Test Year Revenues - 2010 
Multiplied by 2 
Subtotal (Line 1 * Line 2) 
RUCO Adjusted Test Year Revenues - 2010 
RUCO Recommended Revenue, Per Schedule TJC-7 
Subtotal (Line 3 + Line 4a) 
Number of Years 
Three Year Average (Line 5 / Line 6) 
Department of Revenue Mutilplier 
Revenue Base Value (Line 7 Line 8) 
Plus: 10% of CWlP Per Company Schedule E Plus RUCOs Reclassification of Plant to CWlP 
Less: Net Book Value of Licensed Vehicles (Fully Depreciated) 
Full Cash Value (Line 9 + Line 10 - Line 11) 
Assessment Ratio 
Assessed Value (Line 12 Line 13) 
Composite Property Tax Rate (Per RUCO Effective Property Tax Calculation Analysis W/P) 

RUCO Adjusted Test Year Property Tax Expense (Line 14 * Line 15) 
Company Proposed Property Tax (Per Company C-I Schedule) 

RUCO Test Year Adjustment (Line 16-Line 17) 
Property Tax - RUCO Recommended Revenue (Line 14 * Line 15) 
RUCO Test Year Adjusted Property Tax Expense (Line 16) 
Increase/(Decrease) to Property Tax Expense 

Increase/(Decrease) to Property Tax Expense 
Increase in Revenue Requirement 
Increase /(Decrease) to Property Tax per Dollar Increase in Revenue (Line 22 / Line 23) 

(A) 

RUCO 
AS ADJUSTED 

$ 3,096,775 
2 

$ 6,193,549 
3,096,775 

$ 9,290,324 
3 

$ 3,096,775 
2 

$ 6,193,549 
3,971 

$ 6,197,520 
20.0% 

$ 1,239,504 
20.0455% 

$ 124,515 
125,916 

$ (1,401) 

Wastewater Division 
Direct Schedule TJC-10 

Page 1 of 1 

(B) 

RUCO 
RECOMMENDED 

$ 3,096,775 
2 

$ 6,193,549 

3,328,981 
9,522,530 $ 

3 
$ 3,174. T77 

2 
$ 6,348,354 

3,971 

$ 6,352,325 
20.0% 

$ 1,270,465 
10.0455% 

$ 127,625 
124,515 

$ 3,110 

$ 3,110 
232,207 
0.01 3394 



Pima Utility Company -Wastewater Division 
Docket No. SW-02199A-11-0329 et al. 
Test Year Ended December 31,2010 

Wastewater Division 
Direct Schedule T J C l l  

Page 1 of 1 

OPERATING INCOME ADJUSTMENT NO. 3 
REMOVE EXPENSED PLANT ITEMS FROM MATERIALS B SUPPLIES EXPENSE AND CAPITALIZE 

Line 
- No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 

Description Amount 

Remove Materials & Supplies Expense and Capitalize to Plant Accounts (Per RUCO DR 3.04) L$(22,39Tjl 

Capitalize Expensed Rems to NARUC Plant Accounts: 
371 .I - Pumping Equipment - Lift Stations 
380 - Treatment & Disposal Equipment 

Total RUCO Plant Adjustment 

$ 9,179 
13,212 

p z q  



Pima Utility Company - Wastewater Division 
Docket No. SW-02199A-11-0329 et al. 
Test Year Ended December 31,2010 

Wastewater Division 
Direct Schedule TJC-12 

Page 1 of 1 

OPERATING INCOME ADJUSTMENT NO. 4 
REMOVE EXPENSED PLANT ITEMS FROM CONTRACTUAL SERVICES, ENGINEERING EXPENSE AND CAPITALIZE TO CWlP 

Line 
- No. 

1 
2 
3 
4 
5 
6 
7 

9 
10 
11 
12 
13 
14 
15 
16 
17 

19 

a 

i a  

Descriotion 

Remove Materials 8 Supplies Expense and Capitalize to Plant Accounts (Per RUCO DR 3.05) 

Capitalize Expensed Items to CWIP: 
Hunt Highway Force Main 
No Rate Base Recognition in this Case 

Total RUCO Plant Adjustment 

Amount 

1% (1 9,524) 

$ (19,524) 
19,524 



Pima Utility Company - Wastewater Division 
Docket No. SW-02199A-11-0329 et ai. 
Test Year Ended December 31.2010 

Wastewater Division 
Direct Schedule TJC-13 

Page 1 of 1 

OPERATING INCOME ADJUSTMENT NO. 5 
RATE CASE EXPENSE 

(A) (B) (C) 
LINE COMPANY RUCO RUCO 
NO. DESCRIPTION AS FILED ADJUSTMENT AS ADJUSTED 

1 Rate Case Expense Total 

2 Allocation Factor 

3 Wastewater Division (Line 1 X Line 2) 

$ 200,000 $ (50,000) $ 150,000 

z 

4 Normalized Over 4 Years 4 

5 RUCO Adjusted Rate Case Expense (Line 3 I 4  Years) $ 37,500 

6 Company Rate Case Expenses As Filed (Company Sch. C-2) $ 50,000 

7 

8 

RUCO Pro Forma Rate Case Expense (Lines 5 - 6) 

RUCO Adjustment (See TJC-7, Column (D) Line 26) 

$ (1 2,500) 

$ (1 2,500) 



Pima Utility Company - Wastewater Division 
Docket No. SW-02199A-11-0329 et ai. 
Test Year Ended December 31,201 0 

Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 

OPERATING INCOME ADJUSTMENT NO. 6 
MISCELLANEOUS EXPENSE - BANK ANALYSIS FEES 

Description Date 

JPMorgan Chase Bank 
JPMorgan Chase Bank 
JPMorgan Chase Bank 
JPMorgan Chase Bank 
JPMorgan Chase Bank 
JPMorgan Chase Bank 
JPMorgan Chase Bank 
JPMorgan Chase Bank 
JPMorgan Chase Bank 
JPMorgan Chase Bank 
JPMorgan Chase Bank 
JPMorgan Chase Bank 

Jan. 2010 
Feb. 2010 
Mar. 2010 
Apr. 2010 
May 201 0 
Jun. 2010 
Jul. 2010 
Aug. 2010 
Sep. 2010 
Oct. 2010 
Nov. 2010 
Dec. 2010 

Wastewater Division 
Direct Schedule TJC-14 

Page 1 of 1 

Total Bank Charges Recorded 100% to Water Division (Per Staff Water DR 1.38) 

RUCO Miscellaneous Expense Adjustment to Water Division (Line 15 X -50%) 

RUCO Miscellaneous Expense Adjustment to Sewer Division (Line 15 X 50%) 

Amount 

$ 1,067 
91 3 

1,097 
1,136 
1,069 
1,066 
1,015 
1,073 
1,080 
1,068 
1,007 
1.116 

$ 12,707 

16,3541 



Pima Utility Company - Wastewater Division 
Docket No. SW-02199A-11-0329 et al. 
Test Year Ended December 31,2010 

Wastewater Division 
Direct Schedule TJC-15 

Page 1 of 1 

OPERATING INCOME ADJUSTMENT NO. 7 
SAURIES AND WAGES - OFFICER and DIRECTOR 

(A) (B) (C) 
LINE COMPANY RUCO RUCO 
NO. DESCRIPTION AS FILED ADJUSTMENT AS ADJUSTED 

1 Salaries and Wagees Expense - Officer and Director $ 90,294 $ (83,209) $ 7,085 

2 RUCO Adjustment (See TJC-7, Column (D) Line 26) $ (83.209) 

RUCO SALARY AND WAGE EXPENSE ADJUSTMENT CALCULATION: 

3 Company as Filed Salary and Wage Expense - Officer and Director $ 90,294 

4 

5 

Number of Hours Per Company Response to Staff DR 1.29 

Hourly Pay Rate Per Company Response to Staff DR 1.29 (Line 3 / 4) 

56.68 

$ 1,593 

6 RUCO Recommended Hourly Pay Rate (See Testimony of TJC) 125 

I $  7,085 7 KULU Kecommenaea salary ana vvage txpense (Line 4 x Line 6)  



Pima Utility Company - Wastewater Division 
Docket No. SW-02199A-11-0329 et al. 
Test Year Ended December 31, 201 0 

COST OF CAPITAL 

Wastewater Division 
Direct Schedule TJC-16 

Page 1 of 1 

(A) (6) (C) (D) 
WEIGHTED 

LINE DOLLAR CAPITAL COST COST 
NO. DESCRIPTION AMOUNT RATIO RATE RATE - 

1 Long-Term Debt $ 6,125,000 22.53% 7.696% 1.73% 

3 Total Capitalization $ 27,188,072 100.00% 

2 Common Equity 21,063,072 77.47% 9.40% 7.28% 

4 WEIGHTED AVERAGE COST OF CAPITAL 

References: 
Columns (A) Thru (D): WAR Testimony 
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Pima Utility Company - Wastewater Division 
Docket No. W-02199A-11-0329 et al. 
Test Year Ended December 31,2010 

Wastewater Division 
Direct Rate Design Schedules 

TABLE OF CONTENTS TO TJC RATE DESIGN SCHEDULES 

SCH 
NO. TITLE 

RESIDENTIAL RATE DESIGN 

RATE SUMMARY - RESIDENTIAL TJC RD - 1 

TJC RD - 2 

TJC RD - 3 

TJC RD - 4 

REVENUE COMPARISON 

PROPOSED RATES 

MONTHLY MINIMUM CHARGES 

TJC RD - 1 

TJC RD - 2 

TJC RD - 3 

TJC RD - 4 

TJC RD - 1 

TJC RD - 2 

TJC RD - 3 

TJC RD - 4 

TJC RD - 1 

TJC RD - 2 

TJC RD - 3 

TJC RD - 4 

COMMERCIAL RATE DESIGN 

RATE SUMMARY - COMMERCIAL 

REVENUE COMPARISON 

PROPOSED RATES 

MONTHLY MINIMUM CHARGES 

EFFLUENT SALES RATE DESIGN 

RATE SUMMARY - EFFLUENT 

REVENUE COMPARISON 

PROPOSED RATES 

MONTHLY MINIMUM CHARGES 

RECOVERED EFFLUENT SALES 

RATE DESIGN 

RATE SUMMARY 

REVENUE COMPARISON 

PROPOSED RATES 

MONTHLY MINIMUM CHARGES 
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PIMA UTILITY COMPANY - WASTEWATER DIVISION RESIDENTIAL RATE DESIGN 
TESTYEAR ENDED DECEMBER 31,2010 
RECOMMENDED RATES 

DOCKET NO. SW-02199A-114329 et al. 
DIRECT SCHEDULE TJC RD-3 

LINE 
- NO. 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 

25 
26 
27 
28 
29 

30 
31 
32 
33 
34 

35 
36 
37 
38 
39 

40 
41 
42 
43 
44 

45 
46 
47 
48 
49 

50 
51 
52 
53 
54 

55 
56 
57 
58 
59 

60 
61 
62 
63 
64 

65 
66 
67 
68 
69 

RUCO PRESENT COMPANY 
RATES PROPOSED PROPOSED DESCRIPTION 

RECOMMENDED MONTHLY MINIMUM USAGE CHARGE 

/RESIDENTIAL. COMMERCIAL AND MISC. CUSTOMERS) 
9 8  X 3/4 - INCH 
314 - INCH 
1 -INCH 
1 112 -INCH 
2 -INCH 
3 ~ INCH 
4 -INCH 
6 ~ INCH 
8 -INCH 

10 - INCH 

GALLONS INCLUDED IN MONTHLY MINIMUM USAGE CHARGE 

RESIDENTIAL, COMMERCIAL AN0 EFFLUENT CUSTOMERS 

RECOMMENDED COMMODITY RATES BY METER SIZE 

$22.73 
35.33 
59.33 

117.33 
187.33 
0.00 
0.00 
0.00 
0.00 
0.00 

$27.79 
43.19 
72.53 

143.44 
229.01 
444.60 
694.69 

1.389.37 
0.00 
000 

$23.76 
35.64 
59.40 

118.80 
190.08 
356.40 
594.00 

1.188.00 
2.376.00 
4.752.00 

0 0 0 

518 X 314 - INCH 
COMMODITY RATE (PER 1,OOO GAL. OVER MINIMUM) - 
COMMODIN RATE (PER 1,000 GAL OVER MINIMUM) - 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - 

NIA 
NIA 
NIA 

NIA 
NIA 
NIA 

NIA 
NIA 
NIA 

NIA 
NIA 
NIA 

NIA 
NIA 
NIA 

NIA 
NIA 
NIA 

NIA 
NIA 
NIA 

NIA 
NIA 
NIA 

NIA 
NIA 
NIA 

NIA 
NIA 
NIA 

TO 
TO 

TO 

TO 

TO 

TO 
TO 

TO 
TO 

TO 
TO 

TO 
TO 

TO 

TO 

NIA GALLONS: 
NIA GALLONS: 
NIA GALLONS: 

314 - INCH 
COMMODITY RATE (PER 1 . m  GAL. OVER MINIMUM) - 
COMMODIN RATE (PER 1,Mx) GAL. OVER MINIMUM) - 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - 

NIA GALLONS: 
NIA GALLONS: 
NIA GALLONS: 

1 - INCH 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) ~ 

NIA GALLONS: 
NIA GALLONS: 
NIA GALLONS: 

$ - $ - $ -  
$ - $ - $ -  
$ - $ - $ -  

I 112 - INCH 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - 
COMMODIN RATE (PER 1,000 GAL. OVER MINIMUM) - 

NIA GALLONS: 
NIA GALLONS: 
NIA GALLONS: 

2 - INCH 
COMMODIN RATE (PER 1,ooO GAL. OVER MINIMUM) - 
COMMODIN RATE (PER 1,000 GAL. OVER MINIMUM) - 
COMMODIN RATE (PER 1,ooO GAL. OVER MINIMUM) - 

NIA GALLONS: 
NIA GALLONS: 
NIA GALLONS: 

3 -INCH 
COMMODIN RATE (PER 1,ooO GAL. OVER MINIMUM) - 
COMMODIN RATE (PER 1,000 GAL. OVER MINIMUM) - 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - 

NIA GALLONS: 
NIA GALLONS: 
NIA GALLONS: 

$ - $ - $ -  
$ - $ - $ -  
$ - $ - $ -  

4 -INCH 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - 

NIA GALLONS: 
NIA GALLONS: 
NIA GALLONS: 

$ - $ - $ -  
$ - $ - o -  
s - $ - $ -  

6 - INCH 
COMMODITY RATE (PER 1.W GAL OVER MINIMUM) - 
COMMODITY RATE (PER 1.OOO GAL OVER MINIMUM) - 
COMMODITY RATE (PER 1,OOO GAL. OVER MINIMUM) - 

NIA GALLONS: 
NIA GALLONS: 
NIA GALLONS: 

8 - INCH 
COMMODITY RATE (PER 1 , m  GAL. OVER MINIMUM) - 
COMMODIN RATE (PER 1,000 GAL. OVER MINIMUM) - 
COMMODIN RATE (PER 1,000 GAL. OVER MINIMUM) - 

NIA GALLONS: 
NIA GALLONS. 
NIA GALLONS: 

10 ~ INCH 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - 
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM) - 
COMMODITY RATE (PER 1.000 GAL. OVER MINIMUM) - 

NIA GALLONS: 
NIA GALLONS: 
NIA GALLONS: 
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PIMA UTILITY COMPANY - WASTEWATER DIVISION COMMERCIAL RATE DESIGN 
TESTYEAR ENDED DECEMBER 31,2010 
RECOMMENDED RATES 

LINE 
- NO 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
1 1  
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 

25 
26 
27 
28 
29 

30 
31 
32 
33 
34 

35 
36 
37 
38 
39 

40 
41 
42 
43 
44 

45 
46 
47 
48 
49 

50 
51 
52 
53 
54 

55 
56 
57 
58 
59 

60 
61 
62 
63 
64 

65 
66 
67 
68 
69 

DESCRIPTION 

RECOMMENDED MONTHLY MINIMUM USAGE CHARGE 

(RESIDENTIAL AND COMMERCIAL CUSTOMERS) 
518 X 34 - INCH 
314 -INCH 
1 - INCH 
1 1R - INCH 
2 - INCH 
3 - INCH 
4 - INCH 
6 - INCH 
8 - INCH 
10 - INCH 

GALLONS INCLUDED IN MONTHLY MINIMUM USAGE CHARGE 

RESIDENTIAL AND COMMERCIAL CUSTOMERS 

RECOMMENDED COMMODITY RATES BY METER SIZE 

518 X 314 - INCH 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER l,W GAL. OVER MINIMUM) 

314 -INCH 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1,020 GAL. OVER MINIMUM) 
COMMODITY RATE (PER l.W GAL. OVER MINIMUM) 

1 - INCH 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1,MH) GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 

1 1R - INCH 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 

2 - INCH 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1,ooO GAL. OVER MINIMUM) 
COMMODITY RATE (PER l,W GAL. OVER MINIMUM) 

3 - INCH 
COMMODITY RATE (PER 1,W GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 

4 ~ INCH 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1,Mx) GAL. OVER MINIMUM) 

6 - INCH 
COMMODITY RATE (PER l.W GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 

8 - INCH 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER l.W GAL. OVER MINIMUM) 

10 - INCH 
COMMODITY RATE (PER 1.W GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM) 

NIA 
NIA 
NIA 

NIA 
NIA 
NIA 

N/A 
NIA 
NIA 

NIA 
N/A 
NIA 

NIA 
NIA 
N/A 

NIA 
NIA 
NIA 

NIA 
NIA 
NIA 

NIA 
NIA 
NIA 

NIA 
NIA 
NIA 

NIA 
NIA 
NIA 

TO 
TO 

TO 

TO 

TO 

TO 
TO 

TO 
TO 

TO 
TO 

TO 
TO 

TO 

TO 

NIA 
NIA 
NIA 

NIA 
NIA 
NIA 

NIA 
NIA 
NIA 

NIA 
NIA 
NIA 

NIA 
NIA 
NIA 

NIA 
NIA 
NIA 

NIA 
NIA 
NIA 

NIA 
NIA 
NIA 

NIA 
N/A 
NIA 

NIA 
NIA 
NIA 

GALLONS: 
GALLONS: 
GALLONS: 

GALLONS: 
GALLONS: 
GALLONS: 

GALLONS: 
GALLONS: 
GALLONS: 

GALLONS: 
GALLONS: 
GALLONS: 

GALLONS: 
GALLONS: 
GALLONS: 

GALLONS: 
GALLONS: 
GALLONS: 

GALLONS: 
GALLONS: 
GALLONS: 

GALLONS: 
GALLONS: 
GALLONS: 

GALLONS: 
GALLONS: 
GALLONS: 

GALLONS: 
GALLONS: 
GALLONS: 

DOCKET NO. SW-02199A-11-0329 et al. 
DIRECT SCHEDULE TJC RD-3 

PRESENT COMPANY RUCO 
RATES PROPOSED PROPOSED 

$22.73 
35.33 
59.33 
117.33 
187.33 
0.00 
0.00 
0.00 
0.00 
0.00 

0 

$27.79 
43.19 
72.53 
143.44 
229.01 
444.50 
694.69 

1.389.37 
0.00 
0.00 

0 

$23.76 
35.64 
59.40 
118.80 
190.08 
356.40 
594.00 

1,188.00 
2,376.00 
4,752.00 

$ - $ - $ -  
$ -  s -  $ -  
$ - $ - I -  

0 
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PIMA u n L i p l  COMPANY - WASTEWATER DIVISION EFFLUENT SALES RATE DESIGN 
TEST YEAR ENDED DECEMBER 31,2010 
RECOMMENDED RATES 

DOCKET NO. SW-02199A-11-0329 et 81. 
DIRECT SCHEDULE TJC RD-3 

LINE 
- NO. 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 

25 
26 
27 
28 
29 

30 
31 
32 
33 
34 

35 
36 
37 
38 
39 

40 
41 
42 
43 
44 

45 
46 
47 
48 
49 

50 
51 
52 
53 
54 

55 
56 
57 
58 
59 

60 
61 
62 
63 
64 

65 
66 
67 
68 
69 

QESCRIPTION 

RECOMMENDED MONTHLY MINIMUM USAGE CHARGE 

{EFFLUENT SALES CUSTOMERS) 
EFFLUENT SALES 1 
EFFLUENT SALES 2 

1 - INCH 
1 1R - INCH 
2 ~ INCH 
3 - INCH 
4 - INCH 
6 - INCH 
8 - INCH 

10 ~ INCH 

GALLONS INCLUDED IN MONTHLY MINIMUM USAGE CHARGE 

RESIDENTIAL, COMMERCIAL AND MISC. CUSTOMERS 

RECOMMENDED COMMODITY RATES BY METER SIZE 

EFFLUENT SALES 1 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - 
COMMODITY RATE (PER 1.000 GAL. OVER MINIMUM) - 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - 

EFFLUENT SALES 2 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 

1 -INCH 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1 .ooO GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 

1 1R  INCH 
COMMODITY RATE (PER 1,ooOGAL OVER MINIMUM) 
COMMODITY RATE (PER 1.000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1.ooO GAL. OVER MINIMUM) 

2 -INCH 
COMMODITY RATE (PER 1.000GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1.OOO GAL. OVER MINIMUM) 

3 - INCH 
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM) 
COMMODITY RATE (PER 1.000 GAL OVER MINIMUM) 
COMMODITY RATE (PER 1.000 GAL OVER MINIMUM) 

4 -INCH 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1 . m  GAL. OVER MINIMUM) 

6 -INCH 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 

8 -INCH 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 

10 - INCH 
COMMODITY RATE (PER 1,OOO GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1,M)o GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 

ZERO 
NIA 
NIA 

ZERO 
NIA 
NIA 

NIA 
NIA 
NIA 

NIA 
NIA 
NIA 

NIA 
NIA 
NIA 

NIA 
NIA 
NIA 

NIA 
NIA 
NIA 

NIA 
NIA 
NIA 

NIA 
NIA 
NIA 

NIA 
NIA 
NIA 

TO 999,999,999,999,999,030 
TO 0 

0 

TO 999,999,999,999,999,000 
0 
0 

TO 999,999,999,999,999,000 
0 
0 

TO 999,999,999,999.999.000 
0 
0 

TO 999.999.999.999.999.000 
TO 0 

0 

TO 999,999,999,999,999,000 
TO 0 

0 

TO 999.999.999.999.9W.MM 
TO 

GALLONS 
GALLONS 
GALLONS 

GALLONS 
GALLONS 
GALLONS 

GALLONS 
GALLONS 
GALLONS 

GALLONS 
GALLONS 
GALLONS 

GALLONS 
GALLONS 
GALLONS 

GALLONS 
GALLONS 
GALLONS 

GALLONS 
0 GALLONS: 
0 GALLONS: 

TO 999,999,999,999.999.000 GALLONS: 
TO 0 GALLONS: 

0 GALLONS: 

TO 999,999,999,999,999,000 GALLONS' 
0 GALLONS' 
0 GALLONS: 

TO 999,999.999.999.999.000 GALLONS: 
0 GALLONS: 
0 GALLONS: 

PRESENT COMPANY RUCO 
RATES PROPOSED PROPOSED 

$180.00 
180.00 
0.00 
0.00 
0.00 
0.00 
0 00 
0.00 
0.00 
0.00 

$232.56 
232.56 

0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

$190.00 
190.00 
475.00 
950.00 

1,520.00 
2.850.00 
4,750.00 
9.500.00 

19,000.00 
38.000.00 

100.000 0 0 

$ 0.58 $ 0.70 $ 0.64 
$ - $ - $ -  
$ - $ - $ -  

$ 0.58 $ 0.70 $ 0.64 
$ - $ - $ -  
$ - $ - $ -  

$ -  8 ~ $ 0 . 6 4  
0 - s - $ -  
$ - $ - $ -  

5 -  5 - $ 0 . 6 4  
0 - J - 5 -  
$ - $ - $ -  

$ -  $ - $ 0 . 6 4  
$ - $ - I -  
$ - $ - $ -  

$ -  $ ~ $ 0 . 6 4  
$ - 5 - 8 -  
s - 8 - 0 -  

$ - $ - $ 0.64 
$ - $ - $ -  
1 6 - $ - 5 -  

$ - I - $ 0.64 
$ - $ - $ -  
$ - $ - a -  

$ -  $ - $ 0 . 6 4  
$ - s - 0 -  
$ - $ - $ -  
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PIMA unuw COMPANY - WASTEWATER DIVISION EFFLUENT WATER SALES RECOVERED RATE DESIGN 
TESTYEAR ENDED DECEMBER 31,2010 
RECOMMENDED RATES 

DOCKET NO. SW02199A-11-0329 et al. 
DIRECT SCHEDULE TJC R D J  

LINE 
NQ 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 

25 
26 
27 
28 
29 

30 
31 
32 
33 
34 

35 
36 
37 
38 
39 

40 
41 
42 
43 
44 

45 
46 
47 
48 
49 

50 
51 
52 
53 
54 

55 
56 
57 
58 
59 

60 
61 
62 
63 
64 

65 
66 
67 
68 
69 

DESCRIPTION 

RECOMMENDED MONTHLY MINIMUM USAGE CHARGE 

IRECOVERED EFFLUENT CUSTOMERS) 
RECOVERED EFFLUENT 
RECOVERED EFFLUENT 
RECOVERED EFFLUENT 
RECOVERED EFFLUENT 
RECOVERED EFFLUENT 
RECOVERED EFFLUENT 
RECOVERED EFFLUENT 
RECOVERED EFFLUENT 
RECOVERED EFFLUENT 
RECOVERED EFFLUENT 

GALLONS INCLUDED IN MONTHLY MINIMUM USAGE CHARGE 

RESIDENTIAL, COMMERCIAL AND MISC. CUSTOMERS 

RECOMMENDED COMMODITY RATES BY METER SIZE 

RECOVERED EFFLUENT 
COMMODITY RATE (PER 1.000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM) 

RECOVERED EFFLUENT 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1,MX) GAL. OVER MINIMUM) 

RECOVERED EFFLUENT 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1,MX) GAL. OVER MINIMUM) 

RECOVERED EFFLUENT 
COMMODITY RATE (PER 1.000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1 000 GAL OVER MINIMUM) -~ 
COMMODITY RATE  PER 1.000 GAL OVER MINIMUM) 

RECOVERED EFFLUENT 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1 .M10 GAL. OVER MINIMUM) 
COMMODiTY RATE (PER 1 .MX) GAL. OVER MINIMUM) 

RECOVERED EFFLUENT 
COMMODITY RATE (PER 1 ,000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1 000 GAL OVER MINIMUMI .~ , . _  ~ 

COMMODITY RATE ;PER 1.OWGAL OVER MINIMUM) 

RECOVERED EFFLUENT 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1,OOOGAL. OVER MINIMUM) 

RECOVERED EFFLUENT 
COMMODITY RATE (PER 1.OOO GAL. CVER MINIMUM) 
COMMODITY RATE (PER 1.MX)GAL OVER MINIMUM) 
COMMODITY RATE (PER 1 000 GAL OVER MINIMUM) 

RECOVERED EFFLUENT 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1 .MX) GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1.OOO GAL. OVER MINIMUM) 

RECOVERED EFFLUENT 
COMMODITY RATE (PER 1.000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1.000 GAL OVER MINIMUM) 
COMMODITY RATE (PER 1.00OGAL OVER MINIMUM) 

ZERO 
NIA 
NIA 

NIA 
NIA 
NIA 

NIA 
NIA 
NIA 

NIA 
NIA 
NIA 

NIA 
NIA 
NIA 

NIA 
NIA 
NIA 

NIA 
NIA 
NIA 

NIA 
NJA 
NIA 

N/A 
NIA 
NIA 

NIA 
NIA 
NIA 

TO 999.999.999.999.999,MX) 
TO 0 

0 

TO 999.999.999.999.999.000 
0 
0 

TO 999,999.999.999.999.oM1 
0 
0 

TO 999,999.999.999.999.000 
0 
0 

TO 999,999.999.999.999.000 
TO 0 

0 

TO 999,999.999.999.999.M)O 
TO 0 

0 

TO 999,999,999,999,999,000 
TO 0 

0 

TO 999.999.999.999.999.OOO 
TO 0 

0 

TO 999,999.999.999.999.OM) 
0 
0 

TO 999.999.999.999.999.000 
0 
0 

GALLONS: 
GALLONS: 
GALLONS: 

GALLONS: 
GALLONS: 
GALLONS: 

GALLONS: 
GALLONS: 
GALLONS: 

GALLONS: 
GALLONS: 
GALLONS: 

GALLONS: 
GALLONS: 
GALLONS: 

GALLONS: 
GALLONS: 
GALLONS: 

GALLONS: 
GALLONS: 
GALLONS: 

GALLONS: 
GALLONS: 
GALLONS: 

GALLONS: 
GALLONS: 
GALLONS: 

GALLONS: 
GALLONS: 
GALLONS: 

PRESENT COMPANY RUCO 
RATES PROPOSED PROPOSED 

5180.00 
0.00 
0.00 
O M )  
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

$232.56 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

$190.00 
285.00 
475.00 
950.00 

1,520.00 
2,850.00 
4.750.00 
9,500.00 

19,000.00 
38.000.00 

0 0 0 

$ - $ - $ -  
$ - $ - $ -  
$ - $ - $ -  
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EXECUTIVE SUMMARY 

The Residential Utility Consumer Office (“RUCO”) now provides 
surrebuttal testimony in response to Pima Utility Company’s (“Pima” or 
“Company”) rebuttal testimony that was filed with the Arizona Corporation 
Commission (“ACC” or “Staff”) on April 27, 2012. RUCO will address the 
Company’s rate Application and rebuttal issues as it pertains to Pima’s 
Wastewater Division’s rate base, operating income, revenue requirement, 
and rate design. RUCO Rate Analyst, Robert Mease, will provide 
separate testimony regarding Pima’s Water Division. RUCO Chief of 
Accounting and Rates, William Rigsby, will provide separate testimony on 
the Company’s request for an allowance of income taxes and RUCO’s 
recommended cost of capital. 

The following table presents the rate base for Pima’s Wastewater Division 
as initially proposed in the Company’s Application, its rebuttal position, 
and RUCO’s surrebuttal recommendations. 

Rate Base 

Company Company RUCO 
Direct Re b utta I Surrebuttal 

Application Filing Recommendation 
$9,863,272 $9,832,800 $9,832,800 

The next table presents the operating income for Pima’s Wastewater 
Division as initially proposed in the Company’s Application, its rebuttal 
position, and RUCO’s surrebuttal recommendations. 

Adjusted Test Year Operating Income 

Company Company RUCO 
Direct Re b utta I Surrebuttal 

Application Filing Recommendation 
$441,784 $51 6,608 $651,192 

The final two tables on the next page presents the required increase in 
dollars and percentages of gross revenues by the parties for Pima’s 
Wastewater Division as initially proposed in the Company’s Application, its 
rebuttal position, and RUCO’s surrebuttal recommendations. 
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Required Dollar Increase in Gross Revenues 

Company Company RUCO 
Direct Rebuttal Surrebuttal 

Application Filinq Recommendation 
$691,210 $41 7,329 $95,414 

Required Percentage Increase in Gross Revenues 

Company Company RUCO 
Direct Rebuttal Surrebuttal 

Application Filing Recommendation 
22.32% 13.48% 3.08% 

The Company sought a 9.47 percent rate of return on its $9,863,271 
Wastewater Division’s fair value rate base in its original rate Application 
and is seeking an 8.29 percent rate of return on its $9,832,800 rebuttal fair 
value rate base. RUCO recommends a 7.58 percent rate of return on a 
$9,832,800 fair value rate base. RUCO and the Company are now in 
agreement on the amount of fair value rate base 

RUCO’s adjusted Test Year rate base and operating income 
recommendations for Pima’s Wastewater Division reflect three rate base 
adjustments totaling $30,471 and ten operating income adjustments 
totaling $209,408. 

Based on RUCO’s analysis of Pima Wastewater Division’s rate 
Application, RUCO is recommending a flat rate design that will result in an 
increase for the residential 5/8” x 314” meter in the amount of 67 cents 
from $22.73 to $23.40 per month. 
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NTRODUCTION 

2. 

4. 

a. 
A. 

51. 

4. 

2. 

4. 

a. 
4. 

Please state your name for the record. 

My name is Timothy J. Coley. 

Have you previously filed testimony regarding this docket? 

Yes, I have. I filed direct testimony in this docket on March 27, 2012. 

What is the purpose of your surrebuttal testimony? 

My surrebuttal testimony will address the Company’s rebuttal proposal; 

and comments pertaining to the adjustments I recommended in my direct 

testimony. 

What areas will you address in your surrebuttal testimony? 

My surrebuttal testimony will address RUCO’s recommended rate base, 

operating income adjustments, revenue requirement, and rate design for 

Pima Utility Company’s (hereafter referred to as “Pima“ or the “Company”) 

Wastewater Division. 

How is your surrebuttal testimony organized? 

My surrebuttal testimony is comprised of four parts: the introduction that 

I’ve just presented; RUCO’s rate base adjustments; RUCO’s operating 

income adjustments; and rate design. 
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Q. Please identify the schedules that you are sponsoring in RUCO’s 

surrebuttal testimony. 

A. I am sponsoring rate base and operating income schedules for Pima 

Wastewater numbered TJC-1 through TJC-18 and rate design schedules 

numbered TJC RD-1 through TJC RD-4. 

SURREBUTTAL RATE BASE ADJUSTMENTS 

Q. 

A. 

Q. 

A. 

... 

What are RUCO’s surrebuttal rate base adjustments and briefly 

identify each one? 

RUCO did not make any additional rate base adjustments in surrebuttal 

testimony other than the three adjustments that was described in my direct 

testimony, which consisted of three adjustments and briefly identified 

below: 

1. Utility Plant and Accumulated Depreciation Reconciliation, 
2. Converted Advances in Aid of Construction (AIAC) to 

Contributions In Aid of Construction (CIAC), and 
3. Capitalized an Expensed Plant Item. 

Did the Company adopt RUCO’s three direct testimony rate base 

adjustments identified above? 

Yes. 
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2. 

a. 

2. 

9. 

What adjustment did the Company adopt of RUCO’s for rate base 

adjustment #I? 

This adjustment reduces gross UPlS by $37,858 and decreases 

accumulated depreciation by $43,884 for a net adjustment of $6,026. The 

adjustment reflects RUCO’s recommended gross UPlS and accumulated 

depreciation balances since the last rate case referenced above for 

Pima’s Wastewater Division. The adjustment takes into consideration 

plant balances approved in Pima’s prior rate case proceeding and 

includes all plant additions, retirements, and adjustments since that time at 

the Commission approved depreciation rates. RUCO disallowed some 

1994-1 996 plant additions and the related accumulated depreciation that 

the Company claims were on its books but not included in the prior 

Decision No. 62184. 

What adjustment did the Company adopt of RUCO’s for rate base 

adjustment #2? 

This adjustment reduces AlAC by $285,313 and increases CIAC by 

$343,412. The adjustment reflects the conversion of AlAC from a 

bankrupt developer into CIAC. Since no identifiable or known 

entity/person existed for Pima to make refunds to, RUCO converted the 

remaining balance of advanced funds into contributions (in response to 

Staff data request CSB 1-12, the Company agreed that the conversion 

from AlAC to CIAC was appropriate). This adjustment has a nominal 
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impact on depreciation expense due to converting depreciable AIAC to 

non-depreciable CIAC, which decreased depreciation expense 

accordingly . 

3. 

4. 

9. 

4. 

Did the Company accept RUCO’s rate base adjustment #3? 

Yes. The Company agreed with this adjustment in its response to Staff 

data request 1.34 and its rebuttal testimony. The adjustment removes 

expensed plant and capitalizes it to the proper plant account as 

acknowledged by the Pima during the discovery process. The adjustment 

increases plant by $22,391 and accumulated depreciation by $789.’ A 

corresponding expense adjustment to remove the $22,391 is also 

necessary. 

Is RUCO and the Company in agreement on Pima Wastewater 

Division’s level of rate base? 

Yes. Both parties agree on a $9,832,800 wastewater rate base. 

The $789 adjustment to accumulated depreciation was calculated using the half-year I 

:onvention method of depreciation as shown on Schedule TJC-6. 
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NRREBUTTAL OPERATING INCOME ADJUSTMENTS 

2. 

4. 

2. 

4. 

2. 

4. 

... 

What are RUCO’s surrebuttal operating income adjustments and 

briefly summarize each one? 

RUCO had ten surrebuttal operating income adjustments to Pima’s 

Wastewater Division. Eight of those ten adjustments were recommended 

in RUCO’s direct testimony and were fully discussed there. 

What two new rebuttal operating income adjustments does RUCO 

recommend? 

RUCO accepts the Company’s adoption of two of Staffs recommended 

operating income adjustments, which are the water testing and 

disallowance of IDA bond fees expense. 

Please briefly summarize the ten surrebuttal operating income 

adjustments again. 

Operating Income Adjustment #I - Depreciation Expense 

This adjustment calculates depreciation and amortization expense based 

on RUCO’s recommended plant levels. The adjustment increases Pima’s 

depreciation expense by $3,092. 
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3. 

4. 

3. 

9. 

Q. 

A. 

Is RUCO and the Company in agreement on the level of depreciation 

expense on a going forward basis? 

Yes. 

What is RUCO’s second surrebuttal operating income adjustment 

and briefly explain it? 

Operating Income Adjustment #2 - Property Tax Expense 

This adjustment calculates property tax expense based on a modified 

Arizona Department of Revenue (“ADOR”) formula that has been adopted 

by the Commission in a number of prior rate cases. RUCO adopts the 

Company’s rebuttal effective property tax rate here in surrebuttal. With 

RUCO’s adoption of the Company’s effective property tax rate along with 

several modifications made by the Company, the Company and RUCO 

should be in agreement with the adjusted test year property tax 

calculation. The adjustment decreases Pima’s property tax expense by 

$1,281. 

Is RUCO and the Company in agreement on the amount of adjusted 

test year property tax expense? 

Yes. RUCO and the Company agree on the amount of adjusted test year 

property tax expense. However, the proposed level of property tax 

expense does differ between the two parties due to the parties’ different 

levels of proposed revenues going forward. 
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Q. 

4. 

Q. 

A. 

Q. 

A. 

... 

What is RUCO’s third surrebuttal operating income adjustment and 

briefly explain it? 

Operating Income Adjustment #3 - Remove Materials and Supplies 

Expense That Should Have Been Capitalized 

This adjustment removes expensed items from the materials and supplies 

expense account and capitalizes it to the proper plant accounts. The 

adjustment reduces the expense by $22,391. 

Is RUCO and the Company in agreement on this adjustment? 

Yes. 

Please continue with RUCO’s recommended surrebuttal operating 

income adjustments? 

Operating Income Adjustment #4 - Remove Contractual Services - 
Engineering Expense That Should Have Been Recorded to 

Construction Work in Progress (CWIP) 

RUCO’s fourth surrebuttal operating Income adjustment to contractual 

services - engineering expense account removes a recorded expense 

that should have been booked to construction work in progress (“CWIP”). 

RUCO’s adjustment simply reclassifies it as CWIP. Thus, there is no rate 

base treatment for this amount at this time. The adjustment reduces the 

contractual services - engineering expense account by $1 9,524. 
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2. 

\. 

2. 

\. 

1. 

4. 

... 

Is RUCO and the Company in agreement on this adjustment? 

Yes. 

Operating Income Adjustment #5 - Rate Case Expense 

Did the Company adopt one of RUCO’s three alternative options2 for 

recovering the just and reasonable rate case expense in this docket? 

Yes. Pima adopted RUCO’s option that would recover the just and 

reasonable rate case expense via a surcharge rather than through base 

rates. As Mr. Bourassa stated, “A surcharge mechanism not only solves 

the issue of potential over or under recovery of rate case expense, it is 

entirely consistent with GAAP.”3 

Please explain Pima’s rebuttal adjustment to rate case expense. 

The Company’s rebuttal adjustment removes Pima’s $50,000 annual rate 

case expense from operating expenses, which was Pima’s proforma 

adjustment normalized over four years for a total of $200,000 ($50,000 x 4 

years = $200,000). Mr. Bourassa proposes the $200,000 be recovered 

via a surcharge over five years rather than in base rates. The $200,000 

rate case expense amount and the five year recovery period are Staffs 

direct testimony recommendations. 

’ See Coley Direct Testimony on page 26, lines 20-22 through page 27 for a complete discussion 
Df RUCO’s three options. 
See Bourassa Rebuttal Testimony on page 14, lines 4-6. 3 
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9. 

4. 

Q. 

A. 

Q. 

A. 

Is Mr. Bourassa’s rebuttal proposal treatment of rate case expense 

via a surcharge consistent with RUCO’s direct testimony 

adjustment? 

Yes and no. RUCO’s direct testimony adjustment recommended reducing 

the Company’s rate case expense request by $50,000 from $200,000 to 

$150,000 and be normalized over four years. This would amount to an 

annual amount of rate case expense of $37,500 in base rates rather than 

the Company’s rebuttal proposal of $40,000 per annum via a surcharge. 

Does RUCO support the Company’s rebuttal methodology to recover 

its rate case expense via a surcharge? 

RUCO continues to offer its three options for recovery of rate case 

expense. The rate case prepaid expense surcharge is one of those 

options. 

Why did RUCO provide the Company three alternatives for rate case 

expense recovery shown on pages 26 and 27 of its direct testimony? 

The reason was to eliminate the possibly of a company over-collecting its 

rate case expense under the Commission’s traditional method of recovery. 

RUCO provided an actual what-if rate case expense scenario depicting 

Pima Water Division, which causes grave concerns for any company to 

grossly over-collect its rate case expense. This is particularly and 

glaringly true when considering Pima’s history of filing rate cases. 
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2. 

4. 

Please reiterate a similar what-if scenario here. 

The instant case that is before the Commission today is the first rate case 

filed by Pima Water Division since Decision No. 58743, dated August 11, 

1994, which utilized a 1992 N. Assume the ACC authorized the same 

$200,000 (normalized over 4 years) of rate case expense or $50,000 per 

annum. Whatever amount of rate case expense that is authorized in a 

rate case, it is collected in rates until a company files a new rate case and 

a new Decision is granted. If the Company was authorized the same 

annual rate case expense of $50,000 in Decision No. 58743, Pima Water 

Division would have collected rate case expense of $900,000 ($50,000 x 

18 years = $900,000) or over-collected by $700,000 ($900,000 - $200,000 

authorized = $700,000). That amounts to an over-collection of 3% times 

the amount authorized. The surcharge mechanism, as adopted by the 

Company, eliminates and solves concerns of both over and under 

recovery of rate case expense. As Mr. Bourassa also stated in his rebuttal 

testimony, “because rate case expense is incurred long before the new 

rates are put into effect, it is by definition a prepaid expense under GAAP 

and should be recorded as an asset and amortized, not normali~ed.”~ The 

very definition of a prepaid expense is an “item paid for in advance of 

receiving its benefit; classified as an a ~ s e t . ” ~  

Bourassa Rebuttal Testimony on page 13, lines 13-1 6. 1 

’ McGraw-Hill, Fundamental Accounting Princiules, J. Wild, K. Larson, and B. Chiappetta, 1 S* Edition, 
Glossary, page G-6. 
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2. 

9. 

3. 

4. 

Q. 

4. 

Does RUCO agree with the Company’s proposed $200,000 of rate 

case expense recovered through a surcharge over five years? 

RUCO recommends a rate case expense level of $150,000. RUCO does 

not object to a five year time frame. Otherwise, RUCO maintains its direct 

testimony Schedule TJC-13 position that $1 50,000 be normalized over 

four years or $37,500 annually. RUCO’s deviation between the two 

methods of recovery is due to the sensitivity and mitigating factors of over- 

collecting the expense, if the Company does not file a new rate Application 

more often than history has dictated. 

Does RUCO agree with Mr. Bourassa’s reasoning that Pima will file 

rate cases more often since it has reached full build out? 

Not entirely. 

Please explain why RUCO does not entirely agree with Mr. 

Bourassa’s reasoning that Pima will file more frequent rate cases 

since it has reached full build out. 

In the early 2000’s, it was believed that growth paid for itself in the utility 

industry. The mid 2000’s experienced exponential growth in the 

surrounding Phoenix area. During that time, several utilities witnessed 

that the boom of new homeowners and additional revenues were no 

longer keeping pace with new utility infrastructure costs. Thus, the advent 

of hook-up-fees was born via ClAC to help growth pay for itself when the 
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additional revenues were falling short. Then again, Mr. Bourassa’s theory 

may prove to be correct. It’s hard for either one of us to predict the future 

with any amount of accuracy. It is much safer to assume that history 

rarely fails to repeat itself in the long run. I have no idea if Pima is land 

locked and unable or not to extend its Certificate of Convenience and 

Necessity (“CC&N”) and further develop new subdivisions and sources of 

new revenues. Finally, RUCO’s proposal to recover rate case expense 

over ten years includes a “safety vatve” or provision to hold Pima harmless 

if it does come in for its next rate case earlier than anticipated. 

Q. 

4. 

Q. 

4. 

Does RUCO agree with Mr. Bourassa’s monthly 33 cent calculation 

per customer for the surcharge? 

Yes. The surcharge is roughly equal for both the water and wastewater 

divisions. 

Please proceed to RUCO’s other five surrebuttal operating income 

adjustments. 

Operating Income Adjustment #6 - Miscellaneous Expense - 
Banking Fees 

This adjustment increases the miscellaneous expense account by $6,354. 

The adjustment shifts 50 percent of the bank fees - 100 percent of which 

had been recorded on the Water Division’s books - to Pima’s Wastewater 

Division. 
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Q. 

4. 

Q. 

A. 

Q. 

A. 

Is RUCO and the Company in agreement on this adjustment? 

Yes. 

Please explain RUCO’s surrebuttal operating income adjustment #7. 

Operating Income Adjustment #7 - Salaries and Wages Officers 

This adjustment is related to the director of the Company and decreases 

the salaries and wages expense account by $83,209. RUCO witness, Mr. 

Mease, fully addresses the Company’s rebuttal position regarding this 

issue and provides RUCO’s rationale for its adjustment. 

Did the Company accept RUCO’s direct testimony adjustment on this 

matter? 

No. I am aware that the Company decreased the amount it requested 

quite dramatically during the discovery period from its rate Application as 

filed. My direct testimony provides explains the basis for RUCO’s 

adjustment. For any further details regarding this adjustment, please see 

Mr. Mease’s surrebuttal testimony. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Please explain RUCO’s surrebuttal operating income adjustment to 

contractual services - water testing expense account. 

Operating Income Adjustment #8 - Contractual Services - Water 

Testing Expense 

This is a new surrebuttal adjustment to the account of contractual services 

- water testing expense that was not included in RUCO’s direct testimony 

adjustments and increases Pima Wastewater Division’s water testing 

expense. This adjustment arose from the parties’ rebuttal and direct 

filings. Staff Engineer, Mr. Marlin Scott Jr., identified some water testing 

expenses that were being charged to the water division but more 

appropriately should have been charged to the wastewater division. The 

adjustment increases the wastewater water testing expense by $1 2,157. 

Is RUCO and the Company in agreement with this adjustment for 

water testing ? 

Yes. The Company accepted this adjustment in its rebuttal filing. 

Please explain RUCO’s surrebuttal operating income adjustment to 

contractual services - other expense account. 

Operating Income Adjustment #9 - Contractual Services - Other 

Expense 

This is a new surrebuttal adjustment to the account of contractual services 

- other expense that was not included in RUCO’s direct testimony 

14 
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adjustments and decreases Pima Wastewater Division’s contractual 

services - other expense account. This adjustment arose from the 

parties’ rebuttal and direct filings. The Company adopted a Staff 

recommended adjustment in the amount of $7,138. RUCO’s adjustment 

adopts a portion of the $7,138 adjustment and removes the portion that 

pertains to the IDA fees that more appropriately should be part of the cost 

of long term debt. RUCO’s adjustment decreases the wastewater 

contractual services - other expense account by $6,700. 

Operating Income Adjustment # I O  - Intentionally Left Blank 

Q. 

A. 

Please explain RUCO’s surrebuttal operating income adjustment to 

income taxes. 

Operating Income Adjustment #I 1 - Income Tax Expense 

This adjustment removes the Company’s $85,405 adjusted Test Year pro 

forma adjustment for income tax expense. RUCO also recommends no 

recognition for income taxes on the proposed revenues on a going forward 

basis. The rationale for the adjustment will be explained by RUCO 

witness, Mr. Rigsby, in his direct and surrebuttal testimonies on income 

taxes. 

15 
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3EVENUE REQUIREMENTS 

3. Please summarize the results of RUCO’s analysis of the Company’s 

filing and state RUCO’s recommended revenue requirements for 

Pima’s Wastewater Division. 

As can be seen on my Schedule TJC-1, a comparison between the 

Company’s and RUCO’s recommended revenue increases is presented 

below: 

4. 

Pima Revenue RUCO Revenue Pima Revenue RUCO Revenue 
$3 increase $3 Increase % Increase Yo Increase 

$691,210 $95,414 22.32% 3.08% 

RATE DESIGN 

Q. Please describe RUCO’s recommended rate design for Pima’s 

Wastewater Division. 

RUCO’s rate design is similar to the Company’s with one exception. The 

exception is the difference between Pima and RUCO’s overall gross 

revenue increase. In RUCO’s surrebuttal rate design, I have accepted Mr. 

A. 

Bourassa’s argument that all meter size customers should share equally in 

any revenue increase. Therefore, RUCO’s utilization of the NARUC meter 

multiplier for the larger meter sizes has been discarded in its surrebuttal 

rate design. The difference between the NARUC meter multiplier and 

what is being used by Mr. Bourassa is insignificant and only beneficial to 

the majority of ratepayers. It is a fair and reasonable deviation from 

16 
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RUCO’s direct rate design and point of view as highlighted by Mr. 

Bourassa.‘ RUCO surrebuttal rate design proposes a more shared and 

equitable increase in revenues by all meter sizes. 

Q. 

A. 

Q. 

A. 

What would be a typical monthly bill for a 518 X 3/4 inch meter 

residential customer under RUCO’s recommended rates and the 

Company-proposed rates? 

Under RUCO’s recommended rates, a 518 X 314 inch meter residential 

customer would experience a typical monthly bill of $23.40 which is 67 

cents, or 2.95 percent, higher than Pima’s present rate of $22.73. Under 

the Company-proposed rates, a 518 X 314 inch meter residential customer 

would experience a typical monthly bill of $27.79 which is $5.06, or 

22.26%, higher than Pima’s present rate of $22.73. 

Please respond to Mr. Bourassa’s rebuttal testimony that the water 

division’s irrigation commodity rate and the wastewater division’s 

effluent commodity rate should be the same because “of the 

integrated nature of the water and wastewater  operation^."^ 

During the course of this proceeding, RUCO met with Sun Lakes’ 

homeowners and members of the board of the homeowners association 

(“HOA”). The HOA informed RUCO that the quality of the irrigation water 

for its golf course(s) was substandard when compared to the effluent from 

Bourassa Rebuttal Testimony on pages 40-41, lines 15-2. 
Bourassa Rebuttal Testimony on page 41, lines 12-1 3. 

6 
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the wastewater division’s treatment plant. The particular golf course(s) in 

question have no access to the higher quality effluent water.8 In this 

respect, Pima’s water and wastewater operations is not a completely 

integrated system. RUCO believes that the disparate quality of the two 

sources of water warrants different prices between the irrigation and 

effluent commodity rates in this case. 

Q. 

A. 

Are there any other issues regarding rate design that RUCO wants to 

address in surrebuttal testimony? 

Yes. There are two rate design issues that RUCO would like to address 

here, which arose during the course of this proceeding. The first issue 

arose when Mr. Bourassa pointed out in his rebuttal testimony that he 

believes that RUCO’s direct testimony “proposed rates produce too little 

revenue - on the order of approximately $90,000.’’ RUCO agrees with Mr. 

Bourassa’s assessment concerning the shortfall in revenue in RUCO’s 

direct testimony. This has now been corrected in surrebuttal testimony. 

The last issue RUCO would like to address is the Company’s rate design 

calculation for the recovered effluent shown on Company Schedule H-I, 

page 1 on line 24, which shows present rates of $12,496 and proposed 

rates of $15,081. Both of those calculations account for only the 

commodity charges and fail to account for the Company’s monthly 

Sun Lakes HOA members and leaders informed RUCO that the effluent main had been cut and 8 

capped before the effluent main reaches the golf course(s). 

18 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

iurrebuttal Testimony of Timothy J. Coley 
?ma Utility Company - Wastewater Division 
locket No. W-02199A-11-0329 et al. 

minimums in the amount of $180 per month and $232.56 per month 

respectively. The Company’s present rates as shown above for the 

recovered effluent revenues fall short of the actual revenue being 

generated by approximately $2,160. The Company’s proposed rates as 

shown above for the recovered effluent revenues fall short of the actual 

revenue being generated by approximately $2,791 on an annual basis. I 

have sent Mr. Bourassa an e-mail concerning this issue. 

2. 

4. 

Does this conclude your testimony on Pima’s Wastewater Division? 

Yes, it does. 
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SUMMARY OF OPERATING INCOME ADJUSTMENTS 
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OPERATING INCOME ADJUSTMENT NO. 5 - RATE CASE EXPENSE ADJUSTMENT 

OPERATING INCOME ADJUSTMENT NO. 6 - MISCELLANEOUS EXPENSE - BANK FEES ADJUSTMENT 

OPERATING INCOME ADJUSTMENT NO. 7 - SALARiES &WAGES -OFFICER & BD. OF DIRECTOR ADJUSTMENT 

OPERATING INCOME ADJUSTMENT NO. 8 - WATER TESTING EXPENSE ADJUSTMENT 

OPERATING INCOME ADJUSTMENT NO. 9 - IDA BOND FEES ADJUSTMENT 

OPERATING INCOME ADJUSTMENT NO. 10 - INTENTIONALLY LEFT BLANK 

OPERATING INCOME ADJUSTMENT NO. 11 - REMOVE COMPANY PROFORMA INCOME TAX ADJUSTMENT 
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LINE 
NO. 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

- 

Wastewater Division 
Surrebuttal Schedule TJC-1 

Page 1 of 2 

REVENUE REQ UlREM ENT 

DESCRIPTION 

Adjusted Original CostlFair Value Rate Base 

Adjusted Operating Income (Loss) 

Current Rate of Return (L2 I L1) 

Required Operating Income (L5 X L1) 

Required Rate of Return on Fair Value Rate Base 

Operating Income Deficiency (L4 - L2) 

Gross Revenue Conversion Factor (TJC-1, Page 2) 

Required increase in Gross Revenue Requirement (L7 X L6) 

Adjusted Test Year Revenue 

Proposed Annual Revenue (L8 + L9) 

Required Percentage Increase in Revenue (L8 I L9) 

Rate of Return on Common Equity 

(A) 
COMPANY 
0 CR BIFVR B 

COST 

$ 9,863,271 

$ 441,784 

4.48% 

$ 934,052 

9.47% 

$ 492,268 

1.4041 

-691,2101 
$ 3,096,775 

$ 3,787,985 

22.32% 

10.50% 

(B) 
RUCO 

OCR BIFVR B 
COST 

$ 9,832,800 

$ 651,192 

6.62% 

$ 745,326 

7.58% 

$ 94,134 

1.01 36 

1-1 
$ 3,096,775 

$ 3,192,188 

. 3.08% 

9.40% 

References: 
Column (A): Company Schedules A-1 and C-I 
Column (6): RUCO Schedule TJC-2, TJC-7, and TJC-19 
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REVENUE REQUIREMENT - CONT'D 
PROPERTY TAX GROSS CONVERSION FACTOR 

LINE 
- NO. DESCRIPTION 

CALCULATION OF GROSS REVENUE CONVERSION FACTOR: 
1 Revenue 
2 
4 Subtotal (L1 thru L2) 
5 
6 Subtotal (L4 - L5) 
7 

Proposed Bad Debt Expense (Per Co. Workpapers) 

Combined Federal, State, Property Tax Rate (L19) 

Property Tax Conversion Factor (L1 I L6) 

Wastewater Division 
Surrebuttal Schedule TJC-1 

Page 2 of 2 

(A) 

1 .oooo 

1 .oooo 
0.0134 
0.9866 

I 1.0136 I 
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RATE BASE - ORIGINAL COST 

Wastewater Division 
Surrebuttal Schedule TJC-2 

Page 1 of 1 

(A) (6) (C) 
COMPANY RUCO RUCO 

LINE AS FILED OCRBIFVRB ADJ'TED 
- NO. DESCRIPTION OCRBIFVRB ADJUSTMENTS OCRBIFVRB 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 

Gross Utility Plant in Service 

Less: 
Accumulated Depreciation 

Net Utility Plant in Service (L1 less L4) 

Advances in Aid of Construction 

Contributions in Aid of Construction (CIAC) 
Accumulated Amortization of ClAC 

Net ClAC (LIO less L11) 

Accumulated Deferred Income Taxes (ADIT) 
Customer Deposits 

Add: 
Allowance for Working Capital 

Net Regulatory Asset I (Liability) 

Rounding 
TOTAL RATE BASE (Sum L's 9,10,13, & 14 Thru 18) 

22,055,018 $ (15,467) $ 22,039,552 $ 

43,095 (1 1,503,738) 

$ 10,508.186 $ 27,628 $ 10,535,814 

$ (285,313) $ 285,313 $ 

(1 1,546,833) 

(343,412) (1,281,106) (937,694) 
578,092 578,092 

$ (359,602) $ (343,412) $ (7'03,014) 

- $  - - . $  

9,832,800 5 9,863,271 $ (30,471) $ 

References: 
Column (A): Company Schedule 5 1  
Column (B): Schedule TJC-3 
Column (C): Column (A) + Column (6) 
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RATE BASE ADJUSTMENT NO. 1 
PLANT RECONCILIATION 

Company 
Direct 

LINE ACCT Plant 
NO. NO. ntAccounts Balances As Filed -- 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 

37 

38 
39 

40 

41 

42 

43 

351 
352 
353 
354 
355 
360 

361.1 
361.2 
362 
363 
364 
365 
366 
367 
370 

371.1 
371.2 
371.3 
374 
375 
380 
381 
382 
389 
390 

390.1 
391 
392 
393 
394 
395 
396 
397 
398 

Organization Cost 
Franchise Cost 
Land and Land Rights 
Structures & Improvements 
Power Generation Equipment 
Collection Sewers - Force 
Collection Sewers - Gravity 
Manholes & Cleanouts 
Special Collecting Structures 
Services to Customers 
Flow Measuring Devices 
Flow Measuring Installations 
Reuse Services 
Reuse Meters and Meter Installations 
Receiving Wells 
Pumping Equipment - Lift Stations 
Other Pumping Equipment 
Pumping Equipment - Recharge Wells 
Reuse Distribution Reserviors 
Reuse Transmission and Distribution 
Treatment 8 Disposal Equipment 
Plant Sewers 
Outfall Sewer Lines 
Other Plant 8 Misc Equipment 
office Furniture & Equipment 
Computers & Software 
Transportation Equipment 
Stores Equipment 
Tools. Shop & Garage Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communication Equipment 
Miscdlaneous Equipment 
Other Tangible Plant 
Post-In Servica AFUDC 
Rounding 

Total Plant 

Total Accumulated Depreciation 
Rounding 

Total Net Plant 

RUCOs Total Plant Adjustment 

RUCOs Total Accumulated Depreciation 

RUCOs Total Net Plant Adjustment 

91,528 
250,433 

97,523 
3,854,512 
1,791,722 

632,249 

226,251 
1,544,146 

103,441 
1,436,200 

137.444 
9,884,071 

972,509 
6,529 

10.884 
21,830 

156,200 
1,993 

0 

11 8,828 

716,722 

(1) 

$ 22,055,018 

(11,546.833) 
1 

$ 10.508.186 

Adjustment 

Wastewater Division 
Surrebuttal Schedule TJC-4 - Total Plant 

Page 1 of 1 

RUCO 
Direct 
Plant 

Adjustments 
$ 

0 

(1) 

(0) 
1 

$ (37.858) 

$ 43.884 

$ 6,026 

RUCO 
Direct 
Plant 

Balances 
$ 

91,528 
250,432 

97,523 
3.854.512 
1,791.722 

632.249 

226,251 
1,521,638 

103,441 
1,425,535 

134,185 
9.884.073 

972,510 
6,529 

10,884 
21.831 

154,776 
1,993 

118.827 

716,722 

$ 22,017,160 

$ (11,502,949) 

$ 10,514,211 
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Wastewater Division 
Surrebuttal Schedule TJC-5 

Page 1 of 1 

RATE BASE ADJUSTMENT NO. 2 
CONVERT ADVANCES IN AID OF CONSTRUCTION (AIAC) TO CONTRIBUTIONS IN AID OF CONSTRUCTION (CIAC) 

(A) (B) (C) 
LINE COMPANY RUCO RUCO 
NO. DESCRIPTION AS FILED ADJUSTMENT AS ADJUSTED - 

1 AlAC as Company Filed 

2 RUCO Recommended AIAC Adjustment (See TJC-3. Column (C) Line 8) 

3 Net ClAC as Company Filed 

4 RUCO Recommended ClAC Adjustment (See TJC-3. Column (C) Line 10) 

RUCO CIAC ADJUSTMENT CALCULATION: 

Company Net ClAC as Filed 

RUCOs Recommended Net AIAC Conversion to ClAC as Company Filed 

PIUS 

Unpaid AIAC Refunds as Calculated by Company (See Co Response to Staff Sewer DR CSB 1-12) 

RUCO's Recommended Gross AIAC Conversion lo ClAC Adjustment (Line 6 + Line 7) 

RUCO Recornmended ClAC Adjustment (Line 8) 

5 

6 

7 

8 

9 

$ 285,313 $ (285,313) $ 

1 $ 285.3131 

359,602 $ (343,412) $ (703,014) $ 

I $  (343,412) 

$ 359,602 

285,313 

58,099 

$ 343,412 

I $  (343,412)l 
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Line 
- No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 

RATE BASE ADJUSTMENT NO. 3 
CAPITALIZE EXPENSED ITEMS TO PLANT ACCOUNTS 

Description 

Plant: 
Capitalize Expensed Items to NARUC Plant Accounts: 

371 .I - Pumping Equipment - Lift Stations 
380 - Treatment & Disposal Equipment 

Total RUCO Plant Adjustment Per Company DR Response to RUG0 DR 3.04 

Accumulated Depreciation: 
371 .I - Pumping Equipment - Lift Stations 
380 - Treatment & Disposal Equipment 

Total RUCO Accumulated Depreciation Adjustment 

Depre. 
- Rate 
10.00% 
5.00% 

Wastewater Division 
Surrebuttal Schedule TJCS 

Page 1 of 1 

Amount 

$ 9,179 
13,212 

$ 459 
330 

' ($1 

Remove Materials & Supplies Expense and Capitalize to Plant Accounts (Per RUCO DR 3.04) 1-1 
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Wastewater Division 
Surrebuttal Schedule TJC-7 

Page 1 of 1 

OPERATING INCOME 

(A) (B) (C) (0) (E) 
COMPANY RUCO RUCO RUCO RUCO 

LINE AS TEST YEAR TEST YEAR PROPD AS 
NO. DESCRIPTION FILED ADJMTS AS ADJ'TED CHANGES RECOMMD 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
1 2  
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 

Revenues: 
Flat Rate Revenues $ 2,997,389 
Metered Revenues 93,356 
Other Revenues 6,030 

Total Sewer Revenues $ 3,096,775 

Operating Expenses: 
Salaries and Wages $ 345,644 
Salaries and Wages - Off. And Dir. 90.294 
Employee Pensions and Benefits 115,720 
Purchased Power 134,337 
Chemicals 84,059 
Materials and Supplies 184,532 
Office Supplies and Expense 188,906 
Contractual Services - Engineering 20,305 
Contractual Services - Accounting 3.067 
Contractual Services - Legal 108 
Contractual Services - Other 61,500 
Contractual Services - Water Testing 15,729 
Rents - Equipment 698 
Transportation Expenses 28,808 
Insurance - Vehicle 3,067 
Insurance - General Liability 20.91 6 

Reg. Comm. Exp. 
Reg. Comm. Exp. - Rate Case 50,000 
Bad Debt Expense 9,509 
Miscellaneous Expense 2,174 
Depreciation Expense 1,010.700 
Amortization of Deferred Operating Costs 62.925 

Property Taxes 125,916 
Income Tax 85,405 

Insurance - Worker's Comp 222 

Taxes Other Than Income 10,449 

Total Operating Expenses $ 2,654,991 

Operating Income 

References: 
Column (A): 
Column (B): 
Column (C): 
Column (D): 
Column (E): 

Company Schedule C-1 
TJC-7, Columns (B) Thru (I) 
Column (A) + Column (B) 
TJC-7, Columns B Thru K 
Column (C) + Column (D) 

$ 441,784 

$ - $ 2,997,389 
93.356 
6,030 

$ - $ 3,096,775 

$ 
(83,209) 

(22,391) 

(19,524) 

(6.700) 
12,157 

$ 345,644 
7,085 

115,720 
134,337 
84,059 

162,141 
188,906 

781 
3.067 

1 08 
54,800 
27,886 

698 
28,808 
3,067 

20,916 
222 

37,500 
9.509 
8,528 

1,013,792 
62,925 
10,449 

124,635 

$ (209,408) $ 2,445,583 

$ 209.408 $ 651,192 

$ 95.414 $ 3,092,802 
93,356 
6,030 

$ 95,414 $ 3,192.188 

1,279 

$ 345,644 
7,085 

11 5.720 
134,337 
84,059 

162,141 
188,906 

781 
3,067 

108 
54.800 
27,886 

698 
28,808 
3,067 

20,916 
222 

37,500 
9,509 
8,528 

1,013,792 
62,925 
10,449 

12591 4 

s 1.279 $ 2,446,862 

$ 94,134 $ 745,326 
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OPERATING INCOME ADJUSTMENT NO. 1 
TEST YEAR DEPRECIATION EXPENSE 

Wastewater Division 
Surrebuttal Schedule TJC-9 

Page 1 of 1 

351 
352 
353 
354 
355 
360 

361.1 
361.2 
362 
363 
364 
365 
366 
367 
370 

371.1 
371.2 
371.3 
374 
375 
380 
381 
382 
389 
390 

390.1 
391 
392 
393 
394 
395 
396 
397 
398 

(A) (B) (C) 
TEST YEAR 

LINE ACCOUNT TOTAL GROSS PROPOSED DEPRECIATION 
NO. NO. ACCOUNT NAME PLANT DEP. RATES EXPENSE 

NARUC RUCO COMPANY 

1 Oraanization Cost $ 0.00% 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 

36 

37 

38 

39 

40 
41 

42 

Fmnchise Cost 
Land and Land Rights 
Structures & Improvements 
Power Generation Equipment 
Collection Sewers - Force 
Collection Sewers - Gravity 
Manholes 8 Cleanouts 
Special Collecting Structures 
Services to Customers 
Flow Measuring Devices 
Flow Measuring Installations 
Reuse Services 
Reuse Meters and Meter Installations 
Receiving Wells 
Pumping Equipment - Lift Stations 
Other Pumping Equipment 
Pumping Equipment - Recharge Wells 
Reuse Distribution Reserviors 
Reuse Transmission and Distribution 
Treatment & Disposal Equipment 
Plant Sewers 
Outfall Sewer Lines 
Other Plant & Misc Equipment 
ORce Furniture & Equipment 
Computers & Sofhmre 
Transportation Equipment 
Stores Equipment 
Tools, Shop & Garage Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communication Equipment 
Miscellaneous Equipment 
Other Tangible Plant 
Post-inService AFUDC 

TEST YEAR GROSS PLAN AND DEPRECIATION EXPENSE 

Less: 
AMORTIZATION OF COMlBLJTlONS IN AID OF CONSTRUCTION (CIAC) 

AMORTIZATION OF REGULATORY ASSETS/(LIABILITIES) 

RUCO TOTAL DEPRECIATION EXPENSE 

Company As Filed 
Difference 

RUCO Adjustment (See TJC-7, Column (C) Line 29) 

91,528 
250,432 

97,523 
3,854,512 
1,791,722 

632,249 

226,251 
1,530,817 

103,441 
1,425,535 

134,185 
9,897.285 

972,510 
6,529 

10,884 
21.831 

154,776 
1,993 

118,827 

716,722 

$ 22,039,552 

0 00% 
0 00% 
3 33% 
5 00% 
2 00% 
2 00% 
2 00% 
2 00% 
2 00% 
10 00% 
10 00% 
2 00% 
8 33% 
3 57% 
10 00% 
10 00% 
10 00% 
2 50% 
2 00% 
5 00% 
5 00% 
3 33% 
6 67% 
6 67% 

20 00% 
20 00% 
4 00% 
10 00% 
10 00% 
5 00% 
10 00% 
10 00% 
0 00% 
4 52% 

8,339 

1,950 
77,090 
35,834 

12,645 

8,077 
153,082 
10,344 

142,553 

2,684 
494,864 

64,866 
435 

2,177 

15,478 
199 

11,883 

32,396 

$ 1,074,898 

(61,106) r* 
(1,281,106) .. .. . .  

$ 1,013,792 

1,010,700 
$ 3,092 

Fully Depreciated 
** Per Company Rebuttal Filing - CIAC Amortization Rate 



Pima Utility Company - Wastewater Division 
Docket No. SW-02199A-11-0329 et al. 
Test Year Ended December 31,2010 

LINE 
NO. 

1 
2 
3 

4a 
4b 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 

16 
17 

18 
19 
20 
21 

22 
23 
24 

RUCO OPERATING INCOME ADJUSTMENT NO. 2 
PROPERTY TAXES 

Properh, Tax Calculation 

RUCO Adjusted Test Year Revenues - 2010 
Multiplied by 2 
Subtotal (Line 1 * Line 2) 
RUCO Adjusted Test Year Revenues - 2010 
RUCO Recommended Revenue, Per Schedule TJC-7 
Subtotal (Line 3 + Line 4a) 
Number of Years 
Three Year Average (Line 5 / Line 6) 
Department of Revenue Mutilplier 
Revenue Base Value (Line 7 Line 8) 
Plus: 10% of CWlP Per Company Schedule E Plus RUCOs Reclassification of Plant to CWlP 
Less: Net Book Value of Licensed Vehicles (Fully Depreciated) 
Full Cash Value (Line 9 + Line 10 - Line 11) 
Assessment Ratio 
Assessed Value (Line 12 * Line 13) 
Composite Property Tax Rate (Per Company Effective Property Tax Calculation in Rebuttal) 

RUCO Adjusted Test Year Property Tax Expense (Line 14 Line 15) 
Company Proposed Property Tax (Per Company C-1 Schedule) 

RUCO Test Year Adjustment (Line 16-Line 17) 
Property Tax - RUCO Recommended Revenue (Line 14 Line 15) 
RUCO Test Year Adjusted Property Tax Expense (Line 16) 
Increase/(Decrease) to Property Tax Expense 

Increase/(Decrease) to Property Tax Expense 
Increase in Revenue Requirement 
Increase /(Decrease) to Property Tax per Dollar Increase in Revenue (Line 22 / Line 23) 

Wastewater Division 
Surrebuttal Schedule TJC-IO 

Page 1 of 1 

( 4  

RUCO 
AS ADJUSTED 

$ 3,096,775 
2 

$ 6,193,549 
3,096,775 

$ 9,290,324 
3 

$ 3,096,775 
2 

$ 6,193,549 
3,971 

$ 6,197,520 
20.0% 

$ 1,239,504 
10.0552% 

$ 124,635 
125.916 

$ (1,281) 

(6) 

RUCO 
RECOMMENDED 

$ 3,096,775 
L 

$ 6,193,549 

3,192,188 
$ 9,385,737 

3 

2 

3,971 

$ 6,261,129 
20.0% 

$ 1,252,226 
10.0552% 

$ 3,128,579 

$ 1j.257.158 

$ 125.914 
124;635 

$ 1,279 

$ 1,279 
95,414 

0,013407 



Pima Utility Company -Wastewater Division 
Docket No. SW-02199A-11-0329 et al. 
Test Year Ended December 31,2010 

Wastewater Division 
Surrebuttal Schedule TJC-11 

Page 1 of 1 

OPERATING INCOME ADJUSTMENT NO. 3 
REMOVE EXPENSED PLANT ITEMS FROM MATERIALS & SUPPLIES EXPENSE AND CAPITALIZE 

Line 
- No. DescriDtion Amount 
1 
2 
3 

Remove Materials & Supplies Expense and Capitalize to Plant Accounts (Per RUCO DR 3.04) 

4 
5 
6 
7 
8 

Capitalize Expensed Items to NARUC Plant Accounts: 
371 .I - Pumping Equipment - Lift Stations 
380 - Treatment & Disposal Equipment 

9 Total RUCO Plant Adjustment 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 

$ 9,179 
13,212 

1-1 



Pima Utility Company - Wastewater Division 
Docket No. SW-02199A-11-0329 et al. 
Test Year Ended December 31 ,2010  

Wastewater Division 
Surrebuttal Schedule TJC-12 

Page 1 of 1 

OPERATING INCOME ADJUSTMENT NO. 4 
REMOVE EXPENSED PLANT ITEMS FROM CONTRACTUAL SERVICES, ENGINEERING EXPENSE AND CAPITALIZE TO CWlP 

Line 

1 
2 
3 
4 
5 
6 
7 

9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 

a 

DescriDtion 

Remove Materials & Supplies Expense and Capitalize to Plant Accounts (Per RUCO DR 3.05) 

Capitalize Expensed Items to CWIP: 
Hunt Highway Force Main 
No Rate Base Recognition in this Case 

Total RUCO Plant Adjustment 

Amount 

I$ (19,524) I 

$ (1 9,524) 
19,524 

I $  1 



Pima Utility Company - Wastewater Division 
Docket No. SW-02199A-11-0329 et al. 
Test Year Ended December 31,201 0 

LINE 

OPERATING INCOME ADJUSTMENT NO. 5 
RATECASEEXPENSE 

Wastewater Division 
Surrebuttal Schedule TJC-13 

Page 1 of I 

(A> (B) (C) 
COMPANY RUCO RUCO 

NO. DESCRIPTION AS FILED ADJUSTMENT AS ADJUSTED 

1 Rate Case Expense Total $ 200,000 $ (50,000) $ 150,000 

2 Allocation Factor 

3 Wastewater Division (Line 1 X Line 2) 

4 Normalized Over 4 Years 4 

5 

6 

7 

8 

RUCO Adjusted Rate Case Expense (Line 3 I4 Years) 

Company Rate Case Expenses As Filed (Company Sch. C-2) 

RUCO Pro Forma Rate Case Expense (Lines 5 - 6) 

RUCO Adjustment (See TJC-7, Column (D) Line 26) 

$ 37,500 

$ 50,000 

s 112.500) 

$ ( 12,500) 



Pima Utility Company - Wastewater Division 
Docket No. SW-02199A-11-0329 et al. 
Test Year Ended December 31,201 0 

Wastewater Division 
Surrebuttal Schedule TJC-14 

Page 1 of 1 

OPERATING INCOME ADJUSTMENT NO. 6 
MISCELLANEOUS EXPENSE - BANK ANALYSIS FEES 

Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 

DescriDtion Date 

JPMorgan Chase Bank 
JPMorgan Chase Bank 
JPMorgan Chase Bank 
JPMorgan Chase Bank 
JPMorgan Chase Bank 
JPMorgan Chase Bank 
JPMorgan Chase Bank 
JPMorgan Chase Bank 
JPMorgan Chase Bank 
JPMorgan Chase Bank 
JPMorgan Chase Bank 
JPMorgan Chase Bank 

Jan. 2010 
Feb. 2010 
Mar. 2010 
Apr. 2010 
May 201 0 
Jun. 2010 
Jul. 2010 
Aug. 2010 
Sep. 2010 
Oct. 2010 
Nov. 2010 
Dec. 2010 

Total Bank Charges Recorded 100% to Water Division (Per Staff Water DR 1.38) 

RUCO Miscellaneous Expense Adjustment to Water Division (Line 15 X -50%) 

RUCO Miscellaneous Expense Adjustment to Sewer Division (Line 15 X 50%) 

Amount 

$ 1,067 
91 3 

1,097 
1,136 
1,069 
1,066 
1,015 
1,073 
1,080 
1,068 
1,007 
1 ,I 16 

$ 12,707 

1-1 
I $ 6.354 I 



Pima Utility Company - Wastewater Division 
Docket No. SW-02199A-11-0329 et al. 
Test Year Ended December 31,201 0 

Wastewater Division 
Surrebuttal Schedule TJC-15 

Page 1 of 1 

OPERATING INCOME ADJUSTMENT NO. 7 
SALARIES AND WAGES - OFFICER and DIRECTOR 

(A) (B) (C) 
LINE COMPANY RUCO RUCO 
NO. DESCRIPTION AS FILED ADJUSTMENT AS ADJUSTED 

1 Salaries and Wagees Expense - Officer and Director $ 90,294 $ (83,209) $ 7,085 

2 RUCO Adjustment (See TJC-7, Column (D) Line 26) 

RUCO SALARY AND WAGE EXPENSE ADJUSTMENT CALCULATION: 

3 

4 

Company as Filed Salary and Wage Expense - Officer and Director 

Number of Hours Per Company Response to Staff DR 1.29 

$ 90,294 

56.68 

5 

6 

Hourly Pay Rate Per Company Response to Staff DR 1.29 (Line 3 14) $ 1,593 

RUCO Recommended Hourly Pay Rate (See Testimony of TJC) 125 

I $  7,085 7 KUGU Kecornrnenaea salary ana vvage txpense (Line 4 x Line 6 )  

$ (83,209) 



Pima Utility Company - Wastewater Division 
Docket No. SW-02199A-11-0329 et al. 
Test Year Ended December 31,2010 

Wastewater Division 
Surrebuttal Schedule TJC-16 

Page I of 1 

OPERATING INCOME ADJUSTMENT NO. 9 
CONTRACTUAL SERVICES - WATER TESTING EXPENSE 

(A) (B) (C) 
LINE COMPANY RUCO RUCO 
NO. DESCRIPTION AS FILED ADJUSTMENT AS ADJUSTED 

1 Increase Water Testing Expense per Staff Engineering $ 15,729 $ 12,157 $ 27,886 

2 RUCO Adjustment (See TJC-7, Column (D) Line 26) s 12.157 



Pima Utility Company - Wastewater Division 
Docket No. SW-02199A-11-0329 et al. 
Test Year Ended December 31,201 0 

OPERATING INCOME ADJUSTMENT NO. 10 
CONTRACTUAL SERVICES - OTHER EXPENSE 

LINE 
NO. DESCRIPTION 

1 Remove IDA Bond Fees 

2 Total 

3 Decrease in Contractual Services Expense - Other 

4 RUCO Adjustment (See TJC-7, Column (D) Line 26) 

Wastewater Division 
Surrebuttal Schedule TJC-17 

Page 1 of 1 

(C) 
RUCO 

ADJUSTMENTS 



Pima Utility Company - Wastewater Division 
Docket No. SW-02199A-11-0329 et al. 
Test Year Ended December 31,201 0 

COST OF CAPITAL 

Wastewater Division 
Surrebuttal Schedule TJC-18 

Page 1 of 1 

(A) (B) (C) (D) 
WEIGHTED 

LINE DOLLAR CAPITAL COST COST 
- NO. DESCRIPTION AMOUNT RATIO RATE RATE 

1 Long-Term Debt $ 8,370,000 35.36% 4.25% 1.50% 

2 Common Equity 

3 Total Capitalization 

4 WEIGHTED AVERAGE COST OF CAPITAL 

15,301,736 64.64% 9.40% 6.08% 

$ 23,671,736 100.00% 

References: 
Columns (A) Thru (D): WAR Testimony 









DOCKET NO. SW-02199A-11-0329 et al. 
SURREBUTTAL SCHEDULE TJC RD-3 

PIMA UTILITY COMPANY - WASTEWATER DIVISION RESIDENTIAL RATE DESIGN 
TESTYEAR ENDED DECEMBER 31,2010 
RECOMMENDED RATES 

LINE 
DESCRIPTION 

RECOMMENDED MONTHLY MINIMUM USAGE CHARGE: 1 
2 

PRESENT COMPANY RUCO 
RATES PROPOSED PROPOSED 

3 
4 

(RESIDENTIAL. COMMERCIAL AND MISC. CUSTOMERS) 
518 X Y4 - INCH $22.73 

35.33 
59.33 
117.33 
187.33 

0.W 
0.00 
0.00 
0.00 
0.00 

$27.79 
43.19 
72.53 
143.44 
229.01 
444.60 
694.69 

1.389.37 
0.00 
0.00 

$23.40 
36.37 
61.07 
120.79 
192.85 
362.12 
585.00 

1,170.00 
2,340.00 
4.680.00 

5 
6 
7 
8 
9 
10 
1 1  
12 
13 
14 
15 
16 
17 
18 
19 
20 

34 - INCH 
1 - INCH 
11R-INCH 
2 - INCH 
3 - INCH 
4 - INCH 
6 - INCH 
8 - INCH 
10 - INCH 

GALLONS INCLUDED IN MONTHLY MINIMUM USAGE CHARGE 

RESIDENTIAL, COMMERCIAL AND EFFLUENT CUSTOMERS 0 0 0 

RECOMMENDED COMMODITY RATES BY METER SIZE 

GALLONS: 
GALLONS: 
GALLONS: 

21 
22 COMMODITY RATE (PER l.W GAL. OVER MINIMUM) - NIA 

98 X 314 - INCH 
TO 
TO 

NIA 
NIA 
NIA 

23 COMMODITY RATE iPER 1;W GAL. OVER MINIMUM) - NIA 
24 COMMODITY RATE (PER 1,MH) GAL. OVER MINIMUM) - NIA 

25 
26 314  INCH 
27 COMMODITY RATE (PER l.W GAL. OVER MINIMUM) - NIA 
28 COMMODITY RATE (PER l.W GAL. OVER MINIMUM) - NIA 
29 COMMODITY RATE (PER 1.W GAL. OVER MINIMUM) - NIA 

30 
31 1 -INCH 
32 COMMODITY RATE (PER 1.000 GAL. OVER MINIMUM) - NIA 
33 COMMODITY RATE (PER 1.000 GAL. OVER MINIMUM) - NIA 

TO NIA 
NIA 
NIA 

GALLONS: 
GALLONS: 
GALLONS: 

TO NIA 
NIA 
NIA 

GALLONS: 
GALLONS: 
GALLONS: 34 

35 
36 
37 
38 
39 

40 
41 
42 
43 
44 

45 
46 
47 
48 
49 

50 
51 
52 
53 
54 

55 
56 
57 
58 
59 

60 
61 
62 
63 
64 

65 
66 
67 
68 
69 

COMMODITY RATE iPER 1;wO GAL. OVER MlNlMUMi - NIA 

1 1R - INCH 
COMMODITY RATE (PER 1 .OOO GAL. OVER MINIMUM) - 
COMMODITY RATE (PER 1,ooO GAL. OVER MINIMUM) - 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - 

NIA 
NIA 
NIA 

TO NIA 
NIA 
NIA 

GALLONS: 
GALLONS: 
GALLONS: 

2 - INCH 
COMMODITY RATE (PER l,W GAL. OVER MINIMUM) - 
COMMODITY RATE (PER l,W GAL. OVER MINIMUM) - 
COMMODITY RATE (PER l.W GAL. OVER MINIMUM) - 

NIA 
NIA 
NIA 

TO 
TO 

NIA 
NIA 
NIA 

GALLONS: 
GALLONS: 
GALLONS: 

$ - $ - $ -  
$ - t i - $ -  
$ - $ - $ -  

3 - INCH 
COMMODITY RATE (PER 1,ooO GAL. OVER MINIMUM) - 
COMMODITY RATE (PER l.W GAL. OVER MINIMUM) - 
COMMODITY RATE (PER l.W GAL. OVER MINIMUM) - 

NIA 
NIA 
NIA 

TO 
TO 

NIA 
NIA 
N/A 

GALLONS: 
GALLONS: 
GALLONS: 

4 - INCH 
COMMODITY RATE (PER 1,ooO GAL. OVER MINIMUM) - 
COMMODITY RATE (PER 1 ,W GAL. OVER MINIMUM) - 
COMMODITY RATE (PER l.W GAL. OVER MINIMUM) - 

TO 
TO 

GALLONS: 
GALLONS: 
GALLONS: 

NIA 
NIA 
NIA 

NIA 
NIA 
NIA 

6 -INCH 
COMMODITY RATE (PER l,W GAL. OVER MINIMUM) - 
COMMODITY RATE (PER l.W GAL. OVER MINIMUM) . 
COMMODITY RATE (PER l.W GAL. OVER MINIMUM) - 

NIA 
NIA 
NIA 

TO 
TO 

NIA 
NIA 
NIA 

GALLONS: 
GALLONS: 
GALLONS: 

8 - INCH 
COMMODITY RATE (PER l.W GAL. OVER MINIMUM) - 
COMMODITY RATE (PER 1.ooO GAL. OVER MINIMUM) . 
COMMODITY RATE (PER l.W GAL. OVER MINIMUM) - 

NIA 
NIA 
NIA 

TO NIA 
NIA 
NIA 

GALLONS: 
GALLONS: 
GALLONS: 

10 -INCH 
COMMODITY RATE (PER l,W GAL. OVER MINIMUM) - 
COMMODITY RATE (PER l.W GAL. OVER MINIMUM) - 
COMMODlTY RATE (PER 1 ,Ow GAL. OVER MINIMUM) ~ 

NIA 
NIA 
NIA 

TO NIA 
NIA 
NIA 

GALLONS: 
GALLONS: 
GALLONS. 
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DOCKET NO. SW-02199A-110329 et al. 
SURREBUTTAL SCHEDULE TJC RD-3 

PIMA umiw COMPANY - WASTEWATER DIVISION COMMERCIAL RATE DESIGN 
TESTYEAR ENDED DECEMBER 31.2010 
RECOMMENDED RATES 

LINE 
DESCRIPTION 

RECOMMENDED MONTHLY MINIMUM USAGE CHARGE 1 
2 

PRESENT COMPANY RUCO 
RATES PROPOSED PROPOSED 

3 IRESIDENTIAL AND COMMERCIAL CUSTOMERS) 
4 5/8X3/4-lNCH $22.73 

35.33 
59.33 
117.33 
187.33 
0.00 
0.00 
0.00 1 
0.00 
0.00 

$27.79 $23.40 
43.19 36.37 
72.53 61.07 
143.44 120.79 
229.01 192.85 
444.50 362.12 
694.69 585.00 
,389.37 1,170.W 
0.00 2,340.00 
0.00 4,680.00 

5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 

3I4 - INCH 
1 - INCH 
1 112 -INCH 
2 - INCH 
3 - INCH 
4 - INCH 
6 - INCH 
8 - INCH 
10 - INCH 

GALLONS INCLUDED IN MONTHLY MINIMUM USAGE CHARGE 

RESIDENTIAL AND COMMERCIAL CUSTOMERS 

RECOMMENDED COMMODITY RATES BY METER SIZE 

0 0 0 

_. 

21 
22 COMMODITY RATE (PER 1,MM GAL. OVER MINIMUM) - NIA TO 
23 COMMODITY RATE (PER 1.000 GAL. OVER MINIMUM) - NIA TO 

5I8 X 3I4 - INCH 
NIA 
NIA 
N/A 

GALLONS: 
GALLONS: 
GALLONS: 

$ - $ - I -  
$ - $ - $ -  
$ - $ - $ -  24 COMMODITY RATE iPER 1;000 GAL OVER MlNlMUMj - N/A 

25 
26 3/4-INCH 
27 COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) ~ N/A TO GALLONS: 

GALLONS: 
GALLONS: 

$ - $ - $ -  
I - $ - $ -  
$ - $ - $ -  

NIA 
N/A 
NIA 

28 COMMODITY RATE (PER 1,MM GAL OVER MINIMUM) - NIA 
29 COMMODITY RATE (PER 1,OW GAL OVER MINIMUM) - NIA 

30 
31 1 -INCH 
32 COMMODITY RATE (PER l.W GAL OVER MINIMUM) - NIA TO 
33 COMMODITY RATE (PER 1,ooO GAL OVER MINIMUM) - NIA 
34 COMMODITY RATE (PER 1,wO GAL OVER MINIMUM) - NIA 

35 
36 1112-INCH 
37 COMMODITY RATE (PER 1,000 GAL OVER MINIMUM) - NIA TO 
38 COMMODITY RATE (PER 1 .ooO GAL OVER MINIMUM) - N/A 
39 COMMODITY RATE (PER 1,MM GAL OVER MINIMUM) - N/A 

40 
41 2-INCH 
42 COMMODITY RATE (PER 1,W GAL OVER MINIMUM) - NIA TO 
43 COMMODITY RATE (PER 1,000 GAL OVER MINIMUM) ~ NIA TO 
44 COMMODITY RATE (PER 1,000 GAL OVER MINIMUM) - NIA 

45 
46 3-INCH 
47 COMMODITY RATE (PER 1,MM GAL OVER MINIMUM) - NIA TO 
48 COMMODITY RATE (PER 1,ooO GAL OVER MINIMUM) - NIA TO 
49 COMMODITY RATE (PER 1,000 GAL OVER MINIMUM) - NIA 

50 
51 4-INCH 
52 COMMODITY RATE (PER 1,MM GAL OVER MINIMUM) - NIA TO 
53 COMMODITY RATE (PER 1,MM GAL OVER MINIMUM) - NIA TO 
54 COMMODITY RATE (PER 1,000 GAL OVER MINIMUM) - NIA 

55 
56 6-INCH 
57 COMMODITY RATE (PER 1,000 GAL OVER MINIMUM) - NIA TO 
58 COMMODITY RATE (PER 1,000 GAL OVER MINIMUM) - NIA TO 
59 COMMODITY RATE (PER 1,000 GAL OVER MINIMUM) - NIA 

60 
61 8-INCH 
62 COMMODllY RATE (PER 1 ,OM) GAL OVER MINIMUM) - NIA TO 
63 COMMODtTY RATE (PER 1,MM GAL OVER MINIMUM) - NIA 
64 COMMODllY RATE (PER 1,000 GAL OVER MINIMUM) - NIA 

65 
66 10-INCH 
67 COMMODITY RATE (PER 1,000 GAL OVER MINIMUM) - NIA TO 
68 COMMODllY RATE (PER 1,000 GAL OVER MINIMUM) - NIA 
69 COMMODITY RATE (PER 1,wO GAL OVER MINIMUM) - NIA 

N/A 
N/A 
NIA 

GALLONS: 
GALLONS: 
GALLONS: 

NIA 
NIA 
NIA 

GALLONS: 
GALLONS: 
GALLONS: 

$ - $ - $ -  
$ - $ - $ -  
$ - I - $ -  

NIA 
N/A 
NIA 

GALLONS: 
GALLONS: 
GALLONS: 

NIA 
NIA 
N/A 

GALLONS: 
GALLONS: 
GALLONS: 

NIA 
NIA 
NIA 

GALLONS: 
GALLONS: 
GALLONS: 

t - $ - $ -  
$ - $ - $ -  
I - $ - $ -  

NIA 
NIA 
N/A 

GALLONS: 
GALLONS: 
GALLONS: 

NIA 
NIA 
NIA 

GALLONS 
GALLONS 
GALLONS 

NIA 
NIA 
NIA 

GALLONS 
GALLONS 
GALLONS 
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PIMA UTILITY COMPANY - WASTEWATER DNlSlON EFFLUENT SALES RATE DESIGN 
TEST YEAR ENDED DECEMBER 31,2010 
RECOMMENDED RATES 

DOCKET NO. SW42199A-11-0329 et al. 
SURREBUlTAL SCHEDULE TJC RD-3 

LINE 
m 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 

25 
26 
27 
28 
29 

30 
31 
32 
33 
24 

35 
36 
37 
38 
39 

40 
41 
42 
43 
44 

45 
46 
47 
48 
49 

50 
51 
52 
53 
54 

55 
56 
57 
58 
59 

60 
61 
62 
63 
64 

65 
66 
67 
68 
69 

DESCRIPTION 

RECOMMENDED MONTHLY MINIMUM USAGE CHARGE 

[EFFLUENT SALES CUSTOMERS) 
EFFLUENT SALES 1 
EFFLUENT SALES 2 
1 - INCH 
1 ln - INCH 
2 -INCH 
3 - INCH 
4 - INCH 
6 - INCH 
8 - INCH 

10 - INCH 

GALLONS INCLUDED IN MONTHLY MINIMUM USAGE CHARGE 

RESIDENTIAL, COMMERCIAL AND MISC. CUSTOMERS 

RECOMMENDED COMMODITY RATES BY METER SUE 

EFFLUENT SALES 1 
COMMODITY RATE (PER 1 ,000 GAL. OVER MINIMUM) - 
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM) - 
COMMODITY RATE (PER 1.000 GAL. OVER MINIMUM) - 

EFFLUENT SALES 2 
COMMODITY RATE (PER 1.000 GAL. OVER MINIMUM) ~ 

COMMODITY RATE (PER 1.000GAL. OVER MINIMUM) - 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - 

1 ~ INCH 
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM) - 
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM) - 
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM) - 

1 li2 - INCH 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - 

2 - INCH 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - 
COMMODITY RATE (PER 1.000 GAL. OVER MINIMUM) - . -~ -~ 
COMMODITY RATE  PER 1 . o ~  GAL OVER  MINIMUM^ - 

3 -INCH 
COMMODITY RATE (PER 1.OOO GAL. OVER MINIMUM) - 
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM) - 
COMMODITY RATE (PER 1 ,000 GAL. OVER MINIMUM) - 

4 ~ INCH 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - 
COMMODITY RATE (PER 1.000 GAL OVER MINIMUM) - 
COMMODITY RATE iPER 1:OOO GAL OVER MlNlMUMj - 

6 -INCH 
COMMODITY RATE (PER 1,OOO GAL. OVER MINIMUM) - 
COMMODITY RATE (PER 1.000 GAL. OVER MINIMUM) - 
COMMODITY RATE (PER 1.OOO GAL. OVER MINIMUM) - 

8 - INCH 
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM) - 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - 
COMMODITY RATE (PER 1.000 GAL. OVER MINIMUM) - 

10 -INCH 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - 
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM) ~ 

ZERO 
NIA 
NIA 

ZERO 
NIA 
N/A 

N/A 
NIA 
NIA 

NIA 
NIA 
NIA 

NIA 
NIA 
N/A 

NIA 
N/A 
NIA 

NIA 
N/A 
NIA 

NIA 
NIA 
NIA 

NIA 
NIA 
NIA 

NIA 
NIA 
NIA 

TO 999,999,999,999,999,000 
TO 0 

0 

TO 999.999.999.999.999.MM 
0 
0 

TO 999,999.999.999.999.000 
0 
0 

TO 999.999.999.999.999.wO 
0 
0 

TO 999,999,999,999,999.wO 
TO 0 

0 

TO 999.999.999.999.999.000 
TO 0 

0 

TO 999.999.999.999.999.MM 
TO 0 

0 

TO 999.999.999.999.999.wO 
TO 0 

0 

TO 999.999.999.999.999.MXl 
0 
0 

TO 999,999,999,999,999,000 
0 
0 

GALLONS: 
GALLONS: 
GALLONS: 

GALLONS: 
GALLONS: 
GALLONS: 

GALLONS: 
GALLONS: 
GALLONS: 

GALLONS: 
GALLONS: 
GALLONS: 

GALLONS: 
GALLONS: 
GALLONS: 

GALLONS: 
GALLONS: 
GALLONS: 

GALLONS: 
GALLONS: 
GALLONS: 

GALLONS: 
GALLONS: 
GALLONS: 

GALLONS: 
GALLONS: 
GALLONS: 

GALLONS: 
GALLONS: 
GALLONS: 

PRESENT COMPANY RUCO 
RATES PROPOSED PROPOSED 

5180.00 
180.00 

0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

$232.56 
232 56 

0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

$180.00 
180.00 
450.00 
m . 0 0  

1,440.00 
2.700.00 
4,500.00 
9.wO.00 

18,0M).OO 
36.000.00 

lM).ODo 0 0 

$ 0.58 $ 0.70 5 0.60 
$ - $ - I -  
$ - $ - $ -  

5 0.58 f 0.70 $ 0.60 
$ - I - $ -  
$ - I - $ -  

$ - I - $ 0.60 
$ - S - $ -  
0 - S - s -  

$ - S - $ 0.60 
$ * S - $ -  
S - S - S -  

S - $ - S 0.60 
$ - $ - I -  
$ - $ - $ -  

$ - $ - $ 0.60 
$ - I - $ -  
$ - $ - $ -  

I -  $ - $ 0 . 6 0  
$ - $ - $ -  
$ - $ - $ -  

1 6 -  0 - $ 0 . 6 0  
$ - I - $ -  
$ - $ - $ -  

5 - S - $ 0.60 
$ - I - $ -  
$ - $ - $ -  
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PIMA u n u n  COMPANY - WASTEWATER DMSION EFFLUENT WATER SALES RECOVERED RATE DESIGN 
TESTYEAR ENDED DECEMBER 31,2010 
RECOMMENDED RATES 

DOCKET NO. SW-02199A-11-0329 et al. 
SURREBUTTAL SCHEDULE TJC RD3 

LINE 
- NO. 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 

25 
26 
27 
28 
29 

30 
31 
32 
33 
34 

35 
36 
37 
38 
39 

40 
41 
42 
43 
44 

45 
46 
47 
48 
49 

50 
51 
52 
53 
54 

55 
56 
57 
58 
59 

60 
61 
62 
63 
64 

65 
€6 
67 
68 
69 

DESCRIPTION 

RECOMMENDED MONTHLY MINIMUM USAGE CHARGE: 

lRECOVERED EFFLUENT CUSTOMERS) 
RECOVERED EFFLUENT 
RECOVERED EFFLUENT 
RECOVERED EFFLUENT 
RECOVERED EFFLUENT 
RECOVERED EFFLUENT 
RECOVERED EFFLUENT 
RECOVERED EFFLUENT 
RECOVEREDEFFLUENT 
RECOVERED EFFLUENT 
RECOVERED EFFLUENT 

GALLONS INCLUDED IN MONTHLY MINIMUM USAGE CHARGE 

RESIDENTIAL, COMMERCIAL AND MISC. CUSTOMERS 

RECOMMENDED COMMODITY RATES BY METER SIZE 

RECOVERED EFFLUENT 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1.OOO GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1.OOO GAL. OVER MINIMUM) 

RECOVERED EFFLUENT 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1.000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1.000GAL. OVER MINIMUM) 

RECOVERED EFFLUENT 
COMMODITY RATE (PER 1.000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 

RECOVERED EFFLUENT 
COMMODITY RATE (PER 1,OOOGAL. OVER MINIMUM) 
COMMODITY RATE [PER 1 . m  GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 

RECOVERED EFFLUENT 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 
COMMOOIN RATE (PER 1,000 GAL OVER MINIMUM) 
COMMODITY RATE (PER 1.OOO GAL OVER MINIMUM) 

RECOVERED EFFLUENT 
COMMOOITY RATE (PER 1,000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1,oOO GAL. OVER MINIMUM) 

RECOVERED EFFLUENT 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1.OOOGAL OVER MINIMUM) 
COMMODITY RATE (PER 1.000 GAL OVER MINIMUM) 

RECOVERED EFFLUENT 
COMMODITY RATE (PER 1 .OM) GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1,OOOGAL. OVER MINIMUM) 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 

RECOVERED EFFLUENT 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM) 
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM) 

RECOVERED EFFLUENT 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1 .ooO GAL. OVER MINIMUM) 
COMMODITY RATE (PER 1.000 GAL. OVER MINIMUM) 

ZERO 
M A  
NIA 

NIA 
NIA 
NIA 

NIA 
N/A 
NIA 

NIA 
NIA 
NIA 

NIA 
NIA 
NIA 

NIA 
NIA 
NIA 

NIA 
NIA 
NIA 

NIA 
NIA 
NIA 

NIA 
NIA 
NIA 

NIA 
NJA 
NIA 

TO 999.999,999.999,999,000 GALLONS: 
TO 0 GALLONS: 

0 GALLONS: 

TO 999,999,999,999,999,000 GALLONS: 
0 GALLONS: 
0 GALLONS: 

TO 999.999.999.999.999,OM) GALLONS: 
0 GALLONS: 
0 GALLONS: 

TO 999.999.999,999,999,000 GALLONS. 
0 GALLONS' 
0 GALLONS. 

TO 999,999,999,999,999,000 GALLONS: 
TO 0 GALLONS: 

0 GALLONS: 

TO 999,999.999.999,999.O00 GALLONS: 
TO 0 GALLONS: 

0 GALLONS: 

TO 999,999,999,999,999,000 GALLONS: 
TO 0 GALLONS: 

0 GALLONS: 

TO 999.999.999.999.999.OoD GALLONS 
TO 0 GALLONS 

0 GALLONS 

TO 999,999.999.999.999.000 GALLONS 
0 GALLONS 
0 GALLONS' 

TO 999,999,999,999,999,000 GALLONS: 
0 GALLONS: 
0 GALLONS: 

PRESENT COMPANY RUCO 
RATES PROPOSED PROPOSED 

$180.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

$232.56 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

$180 00 
270 00 
450 00 
m w  

1.44000 
2,700 00 
4.500 00 
9,000 00 

18.OOO00 
3 6 . m  00 

0 0 0 

$ 0.58 $ 0.70 $ 0.60 
I - $ - $ -  
$ - $ - $ -  

$ - $ - $ -  
I - $ - $ -  
$ - $ - $ -  
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1263 

ed crash test speed, using that time in- 
stead to undertake “a multi-year effort to 
obtain additional data.” 65 Fed. Reg. at 
30,685. “Based on the results of those 
information gathering and analysis efforts” 
and public input, NHTSA said that it 
would then make a final decision regarding 
the maximum test speed for unbelted dum- 
my testing in the long run. Id We see 
no defect in this explanation, for nothing in 
the APA precludes an agency from collectr 
ing data and monitoring real-world experi- 
ence with regulatory standards before 
adopting new standards governing periods 
of time far into the future-especially in 
cases, as here, that involve unpredictable 
technological change. Indeed, gathering 
evidence before making a long-term deci- 
sion is eminently sensible. See Nut7 Ass% 
of Broadcasters v. FCC, 740 F.2d 1190, 
1211 (D.C.Cir.1984) ololding that the FCC 
acted reasonably in postponing a decision 
on certain details of a spectnun allocation 
rule because “the Commission acted 
against an evolving background,” certain 
relevant factors could not “be known at the 
present,” and “[als a result, too fine a 
calibration of the relocation [of spectrum 
space] would have been premature”). 

At bottom, Public Citizen’s arbitrary- 
and-capricious challenge boils down to a 
policy disagreement with NHTSA Public 
Citizen believes that NHTSA should have 
set the unbelted test speed at thirty miles 
per hour. Perhaps the record could have 
supported such a standard. But because 
NHTSA’s selection of twenty-five miles 
per hour is both supported by the record 
and rationally explained, we have no basis 
for substituting Public Citizen’s views for 
the agency’s, particularly given NHTSA’s 
judgment that doing so would increase the 
risk of harm to children and small women. 
See State Farm, 463 US. at  43, 103 S.Ct. 
at 2866-67. 

IV. 

The petition for review is denied. 

So ordered 

BP WEST COAST PRODUCTS, 
LLC, Petitioner, 

V. 

FEDERAL ENERGY REGULATORY 
COMMISSION and United States 

of America, Respondents. 

SFPP, L.P., et  al., Intervenors. 

NOS. 99-1020, 99-1051, 00-1221, 00-1240, 
00-1256, 01-1413, 01-1453, 01-1469, 01- 

1475, 02-1008, 02-1011, 02-1321. 

United States Court of Appeals, 
District of Columbia Circuit. 

Argued Nov. 12, 2003. 

Decided July 20, 2004. 

Background Shippers petitioned for re- 
view of initial decision by the Federal En- 
ergy Regulatory Commission (FERC) with 
respect to reasonableness of pipeline com- 
pany’s rates, 1999 WL 12216, as well as of 
ratemaking and reparations orders en- 
tered by the FERC on motions for rehear- 
ing or clarification, 2000 WL 640584, 2001 
WL 34076552, and 2001 WL 1379466. 

Holdings: The Court of Appeals held that  

(1) FERC’s conclusion that revisions to  
pipeline company’s tariffs did not con- 
stitute a ‘hew rate,” and were thus 
eligible for grandfathering under the 
Energy Policy Act (EPAct), was rea- 
sonable; 



1264 374 FEDERAL REPORTER, 3d SERIES 

decision that, while not eligible for 
grandfathering, the rates set by pipe- 
line company for transportation of new 
type of fuel were nevertheless immune 
from challenge, since rates were identi- 
cal to grandfathered rates for other 
types of fuel that had been deemed 
just and reasonable, was arbitrary and 
capricious; 
FERC‘s interpretation of “protest” 
language in grandfathering provision 
of the EPAct was not unreasonable; 
“contractual prohibition” exception to 
the EPAct’s general prohibition 
against any challenge to grandfathered 
rates was party-specific; 
where pipeline company, as limited 
partnership, paid no income taxes, the 
FERC should not have imputed tax 
liability to create allowance to pass 
through to rate payers; 
FERC’s decision, not to allow pipeline 
company to recover the unusually high 
costs of current rate litigation by 
means of permanent rate increase, but 
to instead require company to recover 
such costs in form of an amortized five- 
year surcharge, was not unreasonable; 
and 

(7) reparations orders would not be dis- 

Affirmed in part and reversed in part. 
turbed. 

1. Carriers -31 
Federal Energy Regulatory Commis- 

sion’s (FERC‘s) conclusion that revisions 
to oil pipeline company’s tariffs did not 
constitute a “new rate,” and were thus 
eligible for grandfathering under the En- 
ergy Policy Act (EPAct), was reasonable 
interpretation of statute, to which Court of 
Appeals would defer, where revisions 
merely recognized new origination point on 
pipeline and added rate for shipping ser- 
vices from that new origination point 

which was the same as rates from other 
source points in area. Energy Policy Act 
of 1992, § 1803(b), 42 U.S.C.A.. § 7172 
note. 

See publication Words and Phras- 
es for other judicial constructions 
and definitions. 

2. Statutes -219(6.1) 
While the Energy Policy Act (EPAct) 

does not expressly confer ratemaking au- 
thority on the Federal Energy Regulatory 
Commission (FERC), the FERC‘s inter- 
pretations of the EPAct in adjudicating 
controversies thereunder are entitled to 
Chevron deference. Energy Policy Act of 
1992, § 1803,42 U.S.C.A. § 7172 note. 

3. Statutes -219(1) 
When Congress authorizes agency to 

adjudicate complaints arising under stab 
ute, agency’s interpretations of that stat- 
ute announced in its adjudications are gen- 
erally entitled to Chevron deference. 

4. Carriers-26 
If the Federal Energy Regulatory 

Commission (FERC) was indeed correct 
that only filed rates were eligible for 
grandfathering under provision of the En- 
ergy Policy Act (EPAct) which generally 
insulates from challenge any pipeline rates 
that were in effect for one full year prior 
to the EPAct’s enactment, and that were 
not subject to any “protest, investigation, 
or complaint” during this 365-day period, 
then the FERC could not grandfather un- 
filed rates on assumption that, if rates had 
been filed, no challenge would have been 
brought. Energy Policy Act of 1992, 
0 1803(b), 42 U.S.C.A. § 7172 note. 

5. Carriers -26 
Federal Energy Regulatory Commis- 

sion’s (FERC’s) conclusion that, while they 
were not eligible for grandfathering under 
the Energy Policy Act (EPAct), the rates 
set by pipeline company for transportation 
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length public offering,” provide an accu- 
rate estimate of an entity’s risk level. 96 
FERC at  62,068. SFPP misses the mark 
when it states that there is no single capi- 
tal structure dictated by the market, for 
although other reasonable debt-equity ra- 
tios might have been adopted for SFPP, 
none would have market imprimatur. The 
reasonableness of the Commission’s posi- 
tion is confirmed by the very different 
nature of the respective entities’ business 
operations and the stark contrast between 
the capital structures each adopted. The 
same reasoning explains the Commission’s 
choice to use December 19, 1988, the date 
of SFPP’s initial public offering, as the 
relevant snapshot of its equity level, hardly 
an arbitraxy date given its reliance on the 
judgment of the financial markets. 

SFPP maintains, however, that by 
adopting SFPP’s December 19, 1988 capi- 
tal structure for purposes of the starting 
rate base calculation, the Commission im- 
properly applied it “retroactively,” thereby 
denying the pipeline a fair chance to bring 
itself in line with the capital structure hy- 
pothesized. The Commission’s use of the 
December 19, 1988 capital structure was 
predicated on the conclusion that it was 
representative of the pipeline’s risks in 
1988, and that there were “no rational 
grounds here to believe that SPPL’s oper- 
ations or business substantially changed 
between June 28, 1985 and December 19, 
1988.” Opinion No. 435-B, 96 FERC at 
62,067. SFPP points to nothing that sug- 
gests otherwise. The starting rate base is 
an element of the determination of the 
prospective rates “in dispute in this pro- 
ceeding,” and the Commission was neither 
altering past rates nor seeking to recover 
the pipeline’s past losses in future rates; 
rather, it was determining a just and rea- 
sonable valuation of the pipeline’s investr 
ment for the purpose of setting present 
rates. A s  such, there was nothing “retro- 

active” about the Commission’s setting of 
the starting rate base. 

Because the record contained sufficient 
evidence on which the Commission could 
find that SPPL faced si&icantly lower 
risks than SFSP in 1985, and SFPP con- 
cedes that the Commission may depart 
from an actual capital structure in the 
starting rate base formula where it is not 
representative of a pipeline’s risks, the 
court has no occasion to decide whether 
the Commission improperly relied on non- 
record material from Moody’s Transporta- 
tion Manual regarding the poor financial 
condition of the Southern Pacific Railroad 
during the relevant period. Nor need we 
decide whether the Commission’s other ba- 
sis for departing from SFSP’s 1985 capital 
structure-its concern that SFSP’s 78.29% 
equity component would yield an exorbi- 
tantly high starting rate base-would suf- 
fice to uphold its decision. Accordingly, 
we affirm the Commission’s starting rate 
base decision. 

B. Cost Issues 

1. Income Tax AUowance 

I161 As one element of the cost of ser- 
vice allowable to SFPP, FERC included a 
42.7% income tax allowance reflecting the 
interest in the regulated entity held by a 
subchapter C corporation. AH petitioners 
assigned this tax allowance as error. The 
shipper petitioners, and intervenors s u p  
porting them, allege as error the recogni- 
tion of any income tax allowance as SFPP 
is a limited partnership that pays no in- 
come taxes. SFPP alleges as error the 
denial of a full income tax allowance. Be- 
cause FERC has not established that its 
42.7% allowance is the product of reasoned 
decisionmaking and indeed has provided 
no rational basis for this part of its order, 
we find that allowance to  have been erro- 
neous and we vacate. 
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[17] There is no question that as a 
general proposition a pipeline that pays 
income taxes is entitled to recover the 
costs of the taxes paid from its ratepayers. 
We explained this proposition thoroughly 
in City of Chrhttesvi l le  11. FERC, 774 
F.2d 1205 (D.C.Cir.1985) (Scalia, J.). 
While we will not fully discuss the analysis 
set forth in that decision, we will briefly 
review the basic principles as background 
for the current controversy. 

The Commission must ensure that the 
rates of jurisdictional pipelines are “just 
and reasonable.” Id. at  1207 (quoting 15 
U.S.C. 5 717c(a) (1982)). This means that 
using the principles of cost of service rate- 
making, Commission-approved rates must 
yield “sufficient revenue to cover all p rop  
er costs,” and provide an appropriate re- 
turn on capital. Id. (citing Pub. Sew.  Co. 
of New Mexico v. FERC, 653 F.2d 681, 683 
(D.C.Cir.1981)). Taxes, including federal 
income taxes, are costs. See id. at 1207. 
The difficulty in the application of this 
seemingly straightforward principle arises 
when “the utility is part of a consolidated 
group,” only a portion of which is regulat- 
ed. Id Historically, the Commission has 
employed two differing methodologies for 
attribution of tax costs in dealing with this 
difficulty. Again, City of C h r b t k s v i l l e  
provides the background for understand- 
ing the two methodologies. Under the 
older, “flow-through” methodology, the 
Commission “derive[d] an effective tax 
rate by determining the ratio of each [reg- 
ulated] pipeline’s taxable income to the 
total taxable income of all affiliates, mul- 
tiplried] this fraction by the group’s consol- 
idated tax liability, and divideldl this fig- 
ure by the pipeline’s taxable income.” Id. 
at 1207. Under the more recently derived 
“stand-alone” methodology, the Commis- 
sion has sought to segregate the regulated 
utility, then determine “the taxable income 
and deductions . . . specifically attributable 
to the utility’s jurisdictional activities.” 

Id.  Under this approach, the Commission 
then applies “the statutory tax rate . . . to 
the tax base to yield the stand-alone tax 
allowance.” Id. The present controversy 
arises from the fact that neither of these 
historic methods can by its terms be liter- 
ally applied to the rates of SFPP. 

The name of the jurisdictional pipeline 
operator explains the origin of the difti- 
culty. SFPP, L.P., is a limited partner- 
ship - specifically a publicly-traded one. 
Both the flow-through and stand-alone 
methodologies presume taxable income 
generated by the regulated entity. Each 
arose in the context of corporate owner- 
ship of a jurisdictional pipeline by a tax- 
paying corporation which is part of an 
affiliated group. Shipper petitioners con- 
cede that were SFPP a subchapter C 
corporation, a tax allowance would be ap- 
propriate in order “to insure that the 
regulated entity has the opportunity to 
earn its allowed return on equity.” 
L a k e h d  71 FERC at 62,314. But a 
limited partnership operating jurisdiction- 
al pipelines incurs no income tax liability. 
26 U.S.C. § 7704(d)(l)(E). Therefore, 
shipper petitioners contend there is no 
rational basis for FERC to approve an 
income tax allowance for a limited part- 
nership that incurs no income taxes. 
Thus, shippers argue, FERC erred in al- 
lowing even a 42.7% tax allowance in the 
rates of SFPP. 

Shippers raised this argument before 
the Commission and the Commission dis- 
cussed it in Opinion No. 435. See 86 
FERC at 61,10147; see ako Opinion No. 
435-A, 91 FERC at 61,508-09; Opinion 
No. 435-B, 96 FERC at 62,077-78. In all 
of its iterations, FERC‘s discussion of the 
issue has been in terms of the “Lakehead 
policy.” FERC frst announced that poli- 
cy in Lakehead, 71 FERC 761,338, and 
offered certain clarifications of the policy 
in Lakeheud I I ,  75 FERC 761,181. That 
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case also involved ratemaking of a limited 
partnership. In Lakehead, the Commis- 
sion declared that where a regulated pipe- 
line is a non-taxed limited partnership, it 
will not be permitted the same tax allow- 
ance as it would if the pipeline company 
were a corporation. However, FERC fur- 
ther ruled that where the limited partner- 
ship includes corporate partners, it would 
treat the partnership as being “in essence 
a division of each of its corporate part- 
ners” for purposes of determining an in- 
come tax component in the partnership’s 
cost of service computation. Lakehead, 71 
FERC at 62,315. Importantly, FERC’s 
opinion in Lakehead was never subjected 
to judicial review, and neither this court 
nor any other circuit has ever passed on 
the validity of the Lakehead policy. 
Therefore, while FERC may deem itself 
bound to follow that policy, we are not so 
bound and consider its validity for the first 
time in this application. All petitioners 
urge us to reject it in whole or in part, 
though for differing reasons. 

Commencing with the assumption that it 
should apply the Lakehead policy to 
SFPP’s ratemaking, FERC considered the 
question before it to be the determination 
of how that policy applied to a limited 
partnership composed of one partner (or 
partners) that is a subchapter C (taxpay- 
ing) corporation and other partners that 
are not subchapter C corporations but 
rather individuals, subchapter S corpora- 
tions, trusts, or other entities that do not 
incur corporate income tax. FERC‘s anal- 
ysis is rooted in the rationale offered in 
Lakehead, discussed in the ALJ Decision, 
see 80 FERC at 65,179, and adopted by 
the Commission in Opinion No. 435, see 86 

5. In our discussion of the double-taxation ra- 
tionale, we are advertent to actual and pro- 
posed changes in corporate and dividend tax- 
ation occurring after the ratemaking we now 
review. In view of the timing of the ratemak- 
ing, and of our resolution of this issue, no 

FERC at 61,102. The Commission bases 
that rationale on the “double taxation” in- 
curred in the context of subchapter C cor- 
porations, in which the profitmaking corpo- 
ration is liable for corporate income tax 
and the shareholders of the corporation 
are individually liable for their individual 
income tax on dividends generated by the 
profitmaking corporations? The Commis- 
sion in Lakehead ruled that “because the 
corporate tax is an extra layer of taxation, 
the Commission includes an element for 
the corporate taxes in the costrof-service 
to insure that the regulated entity has the 
opportunity to earn its allowed return on 
equity.” 71 FERC at 62,314. This same 
rationale guided the Commission’s compu- 
tation of tax allowance for the nontaxpay- 
ing limited partnership, including one or 
more subchapter C partners, throughout 
the Lakehead administrative litigation and 
the SFPP ratemaking now before us. Be- 
cause SFPP, Inc., a subchapter C corpora- 
tion, held a 42.7% interest6 in the SFPP 
limited partnership, the Commission in- 
cluded in the cost of service computation 
for SFPP, L.P., a 42.7% allowance for 
income taxes that would have been in- 
curred had the pipeline’s jurisdictional 
earnings been subject to corporate taxa- 
tion. 86 FERC at 61,103. 

Shippers contend that FERC erred in 
including this income tax allowance, argu- 
ing that the ALJ was correct that because 
no income taxes have been or will be paid 
on SFPP’s partnership income, the inclu- 
sion of an income tax allowance in the cost 
of service constitutes allowance for “phan- 
tom taxes.” Id SFPP, on the other hand, 
contends that the 42.7% allowance is in 

such changes are germane to our further 
analysis. 

6 .  A 41.7% limited partnership interest and a 
1% general partnership interest. 
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fact inadequate to reflect cost of service. 
It argues that the Lakehead policy results 
in an understatement of the appropriate 
income tax allowance, and that the Com- 
mission should have applied a version of 
the “stand-alone” methodology discussed 
above, treating the regulated entity as if it 
alone were responsible for taxes which 
would have been incurred on the same 
income had the jurisdictional pipeline been 
a taxable corporation. 

Because we conclude that FERC’s ratio- 
nale does not support its conclusion, we 
hold that inclusion of the 42.7% income tax 
allowance in the cost of service computa- 
tion was erroneous and we vacate FERC’s 
order to that effect. We further conclude 
that SFPP’s arguments are not well-taken 
and reject the proposition that FERC 
should have included the 100% allowance 
that SFPP seeks. We further conclude 
that the shipper petitioners offer a con- 
vincing analysis consistent with ratemak- 
ing principles and governing law, and that 
on the record before us SFPP is entitled to 
no allowance for the phantom income taxes 
it did not pay. 

We cannot conclude that FERC‘s inclu- 
sion of the income tax allowance in SFPP’s 
rates is the product of reasoned decision- 
making. In Lakehead, as re-adopted in 
the opinion before us, the “reasoning” con- 
sists of a recitation of separately unassaila- 
ble statements that do not together consti- 
tute a syllogism leading to the conclusion 
purportedly based on them. The Commis- 
sion in Lakehead reasoned that: 

1. Under cost-of-service ratemaking 
principles a regulated company is enti- 
tled to rates that yield sufficient revenue 
to cover its appropriate costs. 
2. Income tax allowance is no different 
from the allowance for any other costs. 
3. When the regulated entity is orga- 
nized as a corporation, its revenues are 
taxed at  the corporate tax rate and the 

earnings of the owners (shareholders) of 
the corporation are then taxed on divi- 
dends at  their particular rate. 

71 FERC at 62,314. 
To that point the Commission’s state- 

ments are unassailable. However, the 
Commission follows these statements with 
a rather cryptic statement. “Because the 
corporate tax is an extra layer of taxation, 
the Commission includes an element for 
the corporate taxes in the cost-of-service 
to ensure that the regulated entity has the 
opportunity to earn its allowed return on 
equity. However, there is no allowance 
for the taxes paid by the owners of the 
corporation.” Id.  Again, the second of 
these two sentences is inarguable, but it is 
not at all clear what the Commission 
means by the first. It would seem to 
follow from the Commission’s own reason- 
ing in the preceding elements of analysis, 
as well as fundamental principles of rate- 
making, that if the corporate tax is to be 
included in the cosbof-service, it is not 
because it is “an extra layer of taxation,” 
but rather because it is a cost. Id. In the 
Commission’s own words, a tax allowance 
is “no different from the allowance for any 
other costs.” Id.  Presumably whatever 
tax rate was applicable to a tax-paying 
regulated entity would be included in the 
cosbof-service analysis, nor does anything 
said by the Commission in Lakehead or in 
the opinions before us dispute that pre- 
sumption. From this line of “reasoning,” 
FERC proceeded to conclude that the lim- 
ited partnership operating a jurisdictional 
pipeline “is entitled to an income tax allow- 
ance with respect to income attributable to 
its corporate partners.” Id. The only 
further explanation that FERC offers for 
this conclusion is “when partnership inter- 
ests are held by corporations, the partner- 
ship is entitled to a tax allowance in its 
cost-of-service for those corporate inter- 
ests because the tax costs will be passed 
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on to the corporate owners who must pay 
corporate income taxes on their allocated 
share of income directly on their tax re- 
turns.” Id 

The Commission then goes on to “con- 
clude[ ] that [the limited partnership 
pipeline1 should not receive an income tax 
allowance with respect to income attribut- 
able to the limited partnership interests 
held by individuals . . . because those in- 
dividuals do not pay a corporate income 
tax” Id. at 62,315. Presumably, howev- 
er, the individual owners pay individual 
income taxes. Also, presumably many 
owners (shareholders) of corporate hold- 
ers of limited partnership interests will 
not be paying taxes on dividends as cor- 
porations often do not generate divi- 
dends.I In the original Lakehead opin- 
ion, the Commission had little further to 
say about why it distinguished between 
the corporate taxes of corporate unit 
holders and the individual income taxes 
of individual unit holders. In Lakehead 
II, and in the opinions we review today, 
the Commission did offer some attempt 
to  explain the distinction. 

In Lakehead 11, FERC considered the 
argument of the Lakehead limited partner- 
ship that the Commission’s refusal to grant 
a tax allowance reflecting the tax liabilities 
of all limited partnership unit holders, 
whether or not each holder was a subchap- 
ter C corporation, did not comport with 
the Commission’s own “actual taxes paid” 
rationale, because the Commission, under 
the “stand-alone” tax policy discussed 
above, would permit “a regulated entity to 
collect a fair tax allowance even where no 
actual tax liability is incurred.” Lakehead 
II ,  75 FERC at 61,594. Lakehead 11 went 
on to argue that under this rationale, even 
if the jurisdictional entity is a non-taxed 

7. As noted in n.5, supra, changes in tax laws 
subsequent to the Commission’s opinion here- 
in may further affect the asymmetry of includ- 

limited partnership, “rate payers should be 
responsible for the tax liability otherwise 
associated with the revenue generated 
from the jurisdictional activities, without 
regard to any actual amount paid to the 
IRS.” Id. In rejecting the argument, the 
Commission stated, no doubt correctly, 
that in the case of a jurisdictional corpo- 
rate subsidiary of a corporate group, “the 
allowed equity return generates an actual 
tax liability for the pipeline that must be 
paid to the IRS, either in cash or through 
the use of another member’s deduc- 
tions. . . . [Elither way, the tax liability of 
the jurisdictional company is a real cost of 
providing service.” Id. at 61,595 (citing 
Northern Border Pipeline Co., 67 FERC 
ll61,194, 61,110-11, 1994 WL 196221 
(1994)). As applied to tax liability gener- 
ating corporate subsidiaries engaged in ju- 
risdictional activities, the Commission’s 
statement is again quite defensible, when 
such a subsidiary does not itself incur a 
tax liability but generates one that might 
appear on a consolidated return of the 
corporate group. The difficulty arose 
when the Commission attempted to take 
the next step and explain why this reason- 
ing applied to an entity that is a non- 
taxable limited partnership and to jus@ 
discriminating between allowances for the 
tax liability of corporate unit holders and 
the tax liability of those unit holders who 
are individuals or otherwise not subchap 
ter C corporations. The Commission’s 
reasoning on that point extends for two 
more paragraphs, but is summarized in the 
following statement immediately following 
the last quoted language from Lakehead 
11 

In contrast, there is no corporate tax 
liability associated with individual part- 
ners’ equity return and therefore it is 

ing in ratemaking allowance for the corporate 
tax of corporate unit holders but not the indi- 
vidual tax of individual unit holders. 
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not appropriate to allow Lakehead to 
collect for such amounts in its cosbof- 
service. 

Id. This does not supply reasoning for 
differentiating between individual and cor- 
porate tax liability. It is merely restating 
the proposition that the Commission is so 
differentiating. Otherwise stated, the 
Commission is once again simply declar- 
ing: we are including a tax allowance for 
corporate tax liability; we are not allowing 
a deduction for individual income tax liabil- 
ity. To re-phrase a proposition is not the 
same as supplying supporting reasoning. 
In short, the Commission’s opinions in 
Lakehead do not evidence reasoned deci- 
sionmaking for their inclusion in cost of 
service of corporate tax allowances for cor- 
porate unit holders, but denial of individual 
tax allowances reflecting the liability of 
individual unit holders. 

Nonetheless, we could sustain the Com- 
mission’s decision if the opinions we review 
had added the reasoned decisionmaking 
lacking in Lakehead. They do not. Be- 
fore the court, the Commission’s counsel 
argues that the distinction is justified in 
the reasoning offered by the ALJ in the 
portion of his decision affirmed by the 
Commission. The ALJ, attempting to ap- 
ply the Lakehead policy, had reasoned that 
“investors in a regulated pipeline are enti- 
tled to a return ‘commensurate with re- 
turns on investments in other enterprises 
having corresponding risk.’ ” ALJ Deci- 
sion, 80 FERC at  65,177 (quoting FPC v. 
Hope Natuml Gas Co., 320 US. 591, 603, 
64 S.Ct. 281, 288, 88 L.Ed. 333 (1944)). 
Still struggling with the Lakehead policy 
which had permitted a corporate income 
tax allowance but not an allowance for the 
tax liability of other investors in the limit- 
ed partnership, the ALJ concluded “be- 
cause there is no dual taxation, a tax allow- 
ance is not necessary to ensure that an 

individual limited partner obtains a ‘com- 
mensurate return.”’ Id. We agree that 
the ALJ’s invocation of the Hope Natural 
Gas Co. principle was apt, but unlike the 
Commission, we agree that the conclusion 
he based it on was sound. 

ClSI The Hope NaturaE Gas decision 
did not itself involve attribution of tax 
liability for purposes of determining allow- 
ances and ratemaking. It did however, 
apply general principles of ratemaking 
that are instructive in that context. As 
the Commission argues to us, that decision 
teaches that the Commission’s ratemaking 
function involves “a pragmatic assessment 
of whether the rates prescribed for a pipe- 
line will support its services and provide a 
reasonable return to its investors.” 
FERC Br. 60 (citing Hope Natuml Gas, 
320 US. at 602, 64 S.Ct. a t  287-88; Fawn- 
ers 11, 734 F.2d at 1502). However, the 
Commission’s premise again does not lead 
to the Commission’s conclusion. The ALJ 
correctly derived from Hope Natura.! Gas 
the more specific principle that the regu- 
lating commission is to set rates in such a 
fashion that the regulated entity yields 
returns for its investors commensurate 
with returns expected from an enterprise 
of like risks. Were the corporate unit 
holders investing in a non-regulated entity 
of like risk and otherwise similar return, 
they would of course expect to pay their 
own corporate tax on any profit they might 
realize from that investment. Should that 
profit generate dividends from the corpo- 
rations, the shareholders would expect to 
pay their own taxes on such dividends! 
Likewise, individual investors in such a 
non-regulated enterprise would expect to 
pay their individual taxes thereon. Grant- 
ed, the second group of investors would 
pay one level of taxation; the first group, 
a t  least potentially, two layers of taxation. 

8. See footnotes 5 and 7, supra. 
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This is a product of the corporate form, 
not of the regulated or unregulated nature 
of the pipeline or any comparable invest- 
ment or of the risks involved therein. 
Therefore, consistent with Hope Natural 
Gas, the ALJ correctly concluded that 
where there is no tax generated by the 
regulated entity, either standing alone or 
as part of a consolidated corporate group, 
the regulator cannot create a phantom tax 
in order to create an allowance to pass 
through to the rate payer. The Commis- 
sion erred when it rejected the ALJ’s con- 
clusion. 

As we have recited repeatedly above, 
and as the Commission itself has recog- 
nized in this very proceeding, under cost- 
of-service principles, a regulated company 
is entitled to a rate design to yield suffi- 
cient revenue to cover its appropriate cost; 
income tax allowance is no different from 
the allowance of any other costs. The 
regulated pipeline generates many costs, 
for example bookkeeping expenses. Pre- 
sumably those bookkeeping expenses are 
recoverable in its rates. Its corporate unit 
holders, if any, presumably also have book- 
keeping expenses. The bookkeeping ex- 
penses of the corporate unit holders are 
not recoverable in the rates of the pipeline, 
even though the corporation and its share- 
holders each may independently be paying 
bookkeepers and accountants unlike indi- 
vidual unit holders who pay only for their 
own accounting. All of this makes sense. 
It makes equal sense when applied to in- 
come taxes. 

SFPP, while raising its own objections 
to the Lakehead policy, joins the Commis- 
sion in opposing the shipper petitioners’ 
arguments that no income tax allowance 
should be included in the ratemaking. 
SFPP, however, argues that the Commis- 
sion not only did not err in including the 
potential tax liability of its corporate unit 
holders, it instead erred in not including 

the potential tax liability of its individual 
or other non-subchapter C corporate unit 
holders. That argument serves to Uus- 
trate further why the ALJ was correct in 
including no such pass-through or phantom 
taxes at  all. Under the Commission’s 
present order, the imputed tax liability of 
the corporate unit holders creates an al- 
lowance included in the making of the rate 
for the pipeline. The ratepayers pay that 
rate for the product shipped, but the allo- 
cation of the nontaxed profit of the limited 
partnership pipeline is, so far as the record 
reflects, subject to division among the unit 
holders rateably according to their interest 
in the limited partnership, not affected by 
how their share of the profits will ultimate- 
ly be taxed. Therefore, even if the Com- 
mission’s goal of changing the risk analysis 
of “double-taxed” investors were a valid 
one, it is not being accomplished. The 
inclusion of the phantom taxes in the rate 
changes the profit margin for all unit hold- 
ers in the untaxed limited partnership, not 
just those who are under a particular tax 
structure. Therefore, SFPP may well be 
correct that if such an allowance were 
allowable at  all, it should have been al- 
lowed for the imputed taxes potentially 
incurred by all unit holders who realized 
taxable income from the untaxed profits of 
the limited partnership of the pipeline. 
For the reasons set forth above, we hold 
that the first step of this analysis is erro- 
neous, - that is, we hold that no such 
allowance should be included. 

Both FERC and SFPP argue that the 
position we adopt today is inconsistent 
with the “stand-alone” methodology ap- 
proved by this court in City of Charlottes- 
wilk, for reasons related to the so-called 
“actual tax” principle discussed therein. 
City of Char2ottesville, 774 F.2d at 1207, 
1215. Again, we will not rehash the full 
analysis of City of Charlottesville, but sim- 
ply will remind SFPP that the stand-alone 
principle as approved in City of Charlottes- 
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vilb dealt with the imputation of taxes 
within a corporate structure where the 
imputation was made necessary not by the 
non-taxable, non-corporate nature of the 
regulated entity, but by the allocation of 
profits and losses among the related mem- 
bers maintaining separate balance sheets 
within a consolidated corporate group. 
While it is true that then-Judge Scalia 
posited the applicability of the stand-alone 
methodology to a circumstance in which 
taxes were “not necessarily . . . paid,” id 
at 1215, that analysis dealt with the use of 
“actual or estimated taxes paid or in- 
curred” rather than being limited to actual 
taxes paid. But the part of the City of 
Charlottesville opinion in which that dis- 
cussion occurred dealt with the argument 
that the taxes, though properly estimated 
and actually incurred, might not ever be 
actually paid because of such factors as 
losses generated in the corporate struc- 
ture, or the allocation of profits between 
and among taxable years in such a fashion 
as to result in a different tax actually 
being paid, if any at all. See id at 1214- 
15. Nothing in the City of Charlottesville 
opinion suggests that it is the business of 
the Commission to create tax liability 
when neither an actual nor estimated tax 
is ever going to be paid or incurred on the 
income of the utility in the ratemaking 
proceeding? 

Finally, SFPP argues that adopting the 
Lakehead policy and applying it to this 
case to restrict the allowance to the taxes 
of the corporate unit holders as opposed to 
imputing the taxes of all unit holders “runs 
directly contrary to legislation in which 
Congress expressly sought to encourage 

9. At least equally inapposite is Carolina Paver 
and Light v. FERC, 860 F.2d 1097 (D.C.Cir. 
1988). SFPP relies on Carolina Power and 
Light for the proposition that “the Commis- 
sion is not obligated in prospective ratemak- 
ing proceedings to match rates dollar for dol- 
lar with taxes paid to the Internal Revenue 

the publicly traded partnership formed for 
oil pipelines and other selected industries.” 
Underlying this argument is Congress’s 
1987 enactment of Section 7704 of the In- 
ternal Revenue Code. 26 U.S.C. § 7704 
(added by Pub. L. 100-203, Title X, 
9 10211(a), Dec. 22, 1987, 101 Stat. 1330- 
403). Under Section 7704, Congress de- 
creed that, in general, publicly traded lim- 
ited partnerships would be taxed as corpo- 
rations. However, Congress made the 
policy decision that for a limited number of 
industries, including “pipelines transport- 
ing gas, oil, or products thereof,” limited 
partnerships should operate without taxa- 
tion to encourage investment in those criti- 
cal industries. Id. 0 7704(d)(l)(E). SFPP 
argues that because Congress singled out 
a narrow category of enterprises with the 
intent to facilitate investment in such en- 
terprises by providing a tax-efficient 
means to raise capital, FERC’s policy is 
inconsistent with congressional intent be- 
cause it provides a smaller incentive than 
would be the case if it granted an allow- 
ance for phantom taxes based on all unit 
holders instead of simply the corporate 
ones. “his is a classic case of an argu- 
ment proving too much. 

SFPP’s argument would equally apply 
to any decision by the Commission that 
caused the pipeline lower allowances rath- 
er than higher. Unsurprisingly, SFPP is 
able to offer no precedent for the proposi- 
tion that we should compel the Commis- 
sion, or any other agency, to adopt a rate 
structure bringing it into line with the 
perceived intent of Congress to achieve 
objectives in general, as opposed to consis- 
tency with the mandate adopted by Con- 

Service.” Id. at 1101 (internal quotations 
omitted). There, again, we dealt with the 
computation of the precise amount of taxes to 
be passed through, not whether the Commis- 
sion could create a tax liability out of whole 
cloth to pass through to rate payers of a 
nontaxable utility. 
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subject to Williamson County ripeness re- 
quirements. See Forseth, 199 F.3d at  370 
(citing Huger v. City of West Peoria, 84 
F.3d 865, 869-70 (7th Cir.1996)). That 
court also has taken the position that 
awarding the types of relief appellants 
have requested-an order declaring the 
Skyland Acts unconstitutional and injunc- 
tive relief barring exercise of eminent do- 
main power-”would render Williamson 
Cwnty’s holding nugatory.” Patel v. City 
of Chicago, 383 F.3d 569, 574 (7th Cir. 
2004); see id at 573. Here, the District 
maintains that appellants’ allegations re- 
garding the 2004 Skyland Act-claims that 
it severely reduced the value of their prop- 
erty and leases, Compl. 1115, placed their 
livelihoods at  risk, id 1122, and specifical- 
ly targeted and affected plaintiffs and their 
businesses and property, id. llll7-state a 
takings claim rather than an equal protec- 
tion or due process claim. See Patel, 383 
F.3d at 573. In their reply brief, appel- 
lants do not explicitly challenge the Dis- 
trict’s characterization of their due process 
and equal protection claims. Although ap- 
pellants maintain that in view of the com- 
mencement of condemnation proceedings 
in the District of Columbia courts their 
claims are ripe, appellants’ focus is on 
their public use claim. We therefore re- 
mand only their public use claim to the 
district court. 

[51 Finally, appellants’ challenge to the 
authority of the District of Columbia is 
without merit. Congress has delegated 
legislative powers to the District govern- 
ment. See D.C. CODE §§ 1-203.02, 1- 
204.04(b), 16-1311; District of Columbia v. 
John R. Thompson Co., 346 US. 100, 110, 
73 S.Ct. 1007,97 L.Ed. 1480 (1953); Mari- 
juana Policy Project v. United States, 304 
F.3d 82, 83 (D.C.Cir.2002). Consequently, 
the District government’s delegation of 
eminent domain authority to the NCRC 
does not involve an improper redelegation, 

particularly as the statute establishing 
NCRC, see D.C. CODE §§ 2-1219.01- 
1219.29, requires the D.C. Council to ap- 
prove any eminent domain action, see id 
§ 2-1219.19(b); see genemlly 1A NICHOLS 
ON EMINENT DOMAIN § 3.03C41. 

Accordingly, we reverse the dismissal of 
appellants’ public use claim as unripe and 
remand that part of the case to the district 
court. Upon remand, the district court 
should address the District’s other 
grounds for dismissal of the complaint, 
including the standing of individual appel- 
lants, res judicata as may arise from the 
condemnation proceedings in the District 
of Columbia courts, and, in its discretion, 
abstention. 

EXXONMOBIL OIL CORPORATION, 
Petitioner 

V. 

FEDERAL ENERGY REGULATORY 
COMMISSION and United States 

of America, Respondents 

Western Refining Company, 
L.P., et  al., Intervenors. 

NOS. 04-1102, 04-1103, 04-1104, 04-1140, 
04-1142, 04-1143, 04-1160, 05-1204, 05- 
1217, 05-1218, 05-1219, 05-1223, 05- 
1226,05-1232,05-1245,05-1303. 

United States Court of Appeals, 
District of Columbia Circuit. 

Argued Dec. 12, 2006. 
Decided May 29, 2007. 

Background Shippers filed petitions for 
review of three orders of the Federal En- 
ergy Regulatory Commission, 2000 WL 
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1373022, 2004 WL 598166, and 2005 WL 
1315040, concerning an oil pipeline opera- 
tor’s rates. 

Holdings: After consolidation, the Court 
of Appeals held that: 

(1) it was not arbitrary and capricious for 
FERC, in its raternaking decision, to 
grant oil pipeline operator an income 
tax allowance to the extent that its 
partners, both individual and corpo- 
rate, incurred actual or potential tax 
liability on their distributive share of 
the partnership income; 

FERC reasonably interpreted section 
of Energy Policy Act grandfathering 
certain oil pipeline rates as they exist- 
ed at the time of the Act’s enactment; 
and 

yet-to-be-finalized interim rates, which 
the shippers paid to use regulated oil 
pipeline, were not immune from repa- 
ration claims under Arizona Grocery. 

Petitions granted in part and denied in 
Part. 

1. Carriers -26 

It was not arbitrary and capricious for 
Federal Energy Regulatory Commission 
(FERC), in its ratemaking decision, to  
grant oil pipeline operator an income tax 
allowance to the extent that its partners, 
both individual and corporate, incurred ac- 
tual or potential tax liability on their dis- 
tributive share of the partnership income; 
Commission acted within the scope of its 
discretion and reasonably explained its ac- 
tions in determining that such taxes were 
“attributable” to the regulated entity, and 
that a full income tax allowance was neces- 
sary to ensure that corporations and part- 
nerships of like risk would earn compara- 
ble after-tax returns. 

2. Public Utilities e 1 9 4  

Federal Energy Regulatory Commis- 
sion’s (FERC) ratemaking decisions are 
reviewed under the arbitrary and capri- 
cious standard; FERC‘s decisions will be 
upheld as long as the Commission has 
examined the relevant data and articulated 
a rational connection between the facts 
found and the choice made. 

3. Carriers-26 

Federal Energy Regulatory Commis- 
sion (FERC) must ensure that the rates 
charged by jurisdictional pipelines are just 
and reasonable; just and reasonable rates 
are rates yielding sufficient revenue to 
cover all proper costs, including federal 
income taxes, plus a specified return on 
invested capital. 

4. Carriers-26 

Federal Energy Regulatory Commis- 
sion (FERC) reasonably interpreted 
phrase “a substantial change has occurred 
after the date of the enactment of this Act 
in the economic circumstances of the oil 
pipeline which were a basis for the rate,” 
as used in section of Energy Policy A d  
grandfathering certain oil pipeline rates as 
they existed at the time of the Act’s enact- 
ment, to require a substantial change in 
the overall rate of return of the pipeline, 
rather than in one cost element, such as a 
tax allowance. Energy Policy Act of 1992, 
0 1803,42 U.S.C.A. 0 7172 note. 

5. Public Utilities -168 

Federal Energy Regulatory Commis- 
sion (FERC) may not depart from its own 
precedent without a reasoned explanation. 

6. Administrative Law and Procedure 
-229 

A party must f i s t  raise an issue with 
an agency before seeking judicial review. 
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ders. The shipper petitioners are BP 
West Coast Products, Chevron Products, 
ConocoPhillips, ExxonMobil Oil, Navajo 
Refining, Ultramar, Valero Marketing and 
Supply, and Western Refining. The ship- 
pers raise several challenges to the Com- 
mission’s orders. In particular, they ar- 
gue that (1) the Commission unlawfully 
granted an income tax allowance to SFPP; 
(2) the Commission applied the wrong 
standard and relied upon faulty data in its 
analysis of whether SFPP’s rates should 
be “de-grandfathered” under the Energy 
Policy Act of 1992; and (3) the Commis- 
sion erroneously held that certain shippers 
were not entitled to reparations for rates 
charged on SFPP’s East Line after August 
1, 2000. SFPP and the Association of Oil 
Pipe Lines have intervened on behalf of 
the Commission with respect to these is- 
sues. 

SFPP and the Association of Oil Pipe 
Lines have also cross-petitioned for review 
of the three challenged orders. They ar- 
gue that the Commission incorrectly inter- 
preted the Energy Policy Act and made 
several computational errors in determin- 
ing whether SFPP’s rates should be de- 
grandfathered. The shippers have inter- 
vened on behalf of the Commission regard- 
ing these issues. 

We deny the petitions for review with 
respect to the income tax allowance issues 
and the Energy Policy Act issues. We 
hold that the Commission’s income tax al- 
lowance policy was not arbitrary or capri- 
cious or contrary to law. We also hold 
that FERC‘s interpretation of the Energy 
Policy Act was reasonable. We need not 
consider several of the arguments raised 
by SFPP and the shippers regaxding 
FERC‘s calculations because the parties 
failed to raise those arguments before the 
Commission in the first instance. Howev- 
er, we grant the shippers’ petition for re- 
view with respect to the reparations issue. 

FERC acted contrary to law when it held 
that the Arizona Grocery doctrine preclud- 
ed the Commission from awarding repara- 
tions to East Line shippers for rates paid 
after August 1,2000. 

I. FERC’s INCOME TAX 
ALLOWANCE POLICY 

The first issue in these petitions for 
review is whether it was lawful for FERC 
to grant an income tax allowance to pipe- 
lines operating as limited partnerships. In 
the Remand Order, FERC held that SFPP 
is entitled to an income tax allowance to 
the extent that its partners incur “actual 
or potential income tax liability” on the 
income they receive from the partnership. 
SFPP, L.P., 111 FERC 161,334 at 62,456 
(2005). The shipper petitioners contend 
that this order is arbitrary and capricious 
and contrary to our decision in BP West 
Coast Products, LLC v. FERC, 374 F.3d 
1263 (D.C.Cir.2004), because it grants a 
tax allowance to entities that do not actual- 
ly pay income taxes. While we agree that 
the orders under review and the policy 
statement upon which they are based in- 
corporate some of the troubling elements 
of the phantom tax we disallowed in BP 
West Coast, FERC has justified its new 
policy with reasoning sufficient to survive 
our review. We therefore deny the peti- 
tions for review with respect to this issue. 

A. 
FERC’s income tax allowance (“ITA”) 

policy for pipelines that operate as limited 
partnerships has a tortuous history. In 
1995, the Commission adopted the “Lake- 
head policy,” under which pipelines’ ITA 
eligibility turned on whether the partners 
were corporations or individuals. Lake- 
head Pipe Line Co., 71 FERC 161,338 at 
62,313-15 (1995). In Lakehe4 FERC 
held that a pipeline was entitled to an ITA 
only for income taxes that were “attribut- 
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able to its corporate partners.” 
62,314. The Commission reasoned: 

Id at 

When partnership interests are held by 
corporations, the partnership is entitled 
to a tax allowance in its cosbof-service 
for those corporate interests because the 
tax cost will be passed on to the corpo- 
rate owners who must pay corporate 
income taxes on their allocated share of 
income directly on their tax returns. 
The partnership is in essence a division 
of each of its corporate partners because 
the partnership functions as a conduit 
for income tax purposes. 

Id. at 62,314-15. In contrast, FERC held 
that pipelines were not entitled to an ITA 
with respect to income attributable to 
partnership interests held by individuals 
because “those individuals do not pay a 
corporate income tax.” Id at 62,315. The 
Commission noted that its holding “com- 
ports with the principle that there should 
not be an element in the cost-of-service to 
cover costs that are not incurred.” Id. 

In the Opinion No. 435 proceedings, 
FERC applied the Lakekmd policy to 
SFPP’s rates, holding that SFPP could 
include an income tax allowance in its cost- 
of-service for the share of the partner- 
ship’s income that was attributable to cor- 
porate partners. SFPP, L.P., 86 FERC 
161,022 at 61,102-04 (1999). Several par- 
ties petitioned for review of this order. 
The shipper petitioners argued-as they 
do in the instant case-that SFPP should 
not be entitled to any income tax allowance 
because it is a limited partnership that 
pays no income tax at the entity level. In 
contrast, SFPP argued that it should have 
been granted a full income tax allowance, 
even on the share of income attributable to 
non-corporate partners. 

In BP West Coast, we granted the ship- 
pers’ petition for review and vacated the 
income tax allowance provisions of Opinion 

No. 435. 374 F.3d at  1285-93. We held 
that 

[Tlhe Commission’s opinions in Lake- 
head do not evidence reasoned decision- 
making for their inclusion in cost of 
service of corporate tax allowances for 
corporate unit holders, but denial of in- 
dividual tax allowances reflecting the lia- 
bility of individual unit holders. 

Id. at 1290. In other words, the Commis- 
sion did not reasonably explain why corpo- 
rate partners and individual partners were 
treated differently under the Lakehead 
policy. Id. at 12%-90. We acknowledged 
that corporate income is taxed twice- 
while other income is taxed only once-but 
we emphasized that this discrepancy is 
simply “a product of the corporate form.” 
Id at 1290-91. FERC may not attempt to  
compensate for the double taxation of cor- 
porations by creating a “phantom” tax al- 
lowance. As we explained: 

CWJhere there is no tax generated by the 
regulated entity, either standing alone 
or as part of a consolidated corporate 
group, the regulator cannot create a 
phantom tax in order to create an allow- 
ance to pass through to the rate payer. 

Id at 1291. Income tax costs are “no 
different” than any other costs, such as 
bookkeeping expenses. Id. We noted that 
just as a pipeline does not receive an d- 
lowance for the bookkeeping costs of its 
investors, neither may it receive an allow- 
ance for income taxes paid by “corporate 
unit holders” (ie., investors). Id. In sum, 
our per curiam decision in BP West Coast 
vacated FERC‘s Lakehead policy because 
the Commission did not provide a reasoned 
explanation for distinguishing between in- 
dividual and corporate partners, and be- 
cause the Commission appeared to be 
granting income tax allowances to  regulat- 
ed entities that did not actually pay income 
taxes. 
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In response to ow decision in BP West 
Coast, the Commission issued a notice of 
inquiry seeking comments from interested 
parties on the question when, if ever, it i s  
appropriate to provide an income tax al- 
lowance for partnerships or similar pass- 
through entities that hold interests in a 
regulated public utility. Inquiq Regad- 
ing Income Tax Allowances; Request fw 
Comments, 69 Fed.Reg. 72,188 (Dec. 13, 
2004). On May 4, 2005, the Commission 
issued a policy statement that provided 
guidance about how it planned to address 
the ITA issue going forward. Policy 
Stutemnt on Income Tax Allowances, 111 

ment”). In the Policy Statement, the 
Commission concluded that “such an allow- 
ance should be permitted on all paxtner- 
ship interests, or similar legal interests, if 
the owner of that interest has an actual or 
potential income tax liability on the public 
utility income earned through the inter- 
est.” Id at 61,736. In response to its 
request for comments, the Commission re- 
ceived 42 responses. Id at 61,737. After 
review of the comments, the Commission 
determined that it should choose one of 
four possible approaches: 

(1) provide an income tax allowance only 
to corporations, but not partnerships; 
(2) give an income tax allowance to both 
corporations and partnerships; (3) per- 
mit an allowance for partnerships owned 
only by corporations; and (4) eliminate 
all income tax allowances and set rates 
based on a pre-tax rate of return. 

Id at 61,741. The Commission ultimately 
selected the second option, stating that it 
would ‘‘permit an income tax allowance for 
all entities or individuals owning public 
utility assets, provided that an entity or 
individual has an actual or potential in- 
come tax liability to be paid on that income 
from those assets.” Id. After weighing the 
relevant policy concerns, FERC concluded 
that this policy “serves the public because 

FERC ll61,139 (2005) (“Policy Stab- 

it allows rate recovery of the income tax 
liability attributable to regulated utility in- 
come, facilitates investment in public utili- 
ty assets, and assures just and reasonable 
rates.” Id at 61,736. 

The Commission applied its new policy 
and reiterated its reasoning in the Remand 
Order. 111 FERC at 62,454-56. In that 
order, FERC ruled that SFPP was enti- 
tled to an ITA to the extent that the 
pipeline’s partners-both individual and 
corporate-paid taxes on the income they 
received from the partnership. Id at 62,- 
455-56. The Commission acknowledged 
that “the pass-through entity does not ib 
self pay income taxes,” but nonetheless 
granted the ITA because “the owners of a 
pass-through entity pay income taxes on 
the utility income generated by the assets 
they own via the device of the pass- 
through entity.” Id  at 62,455. FERC 
reasoned that: 

[Jlust as a corporation has an actual or 
potential income tax liability on income 
from the public utility assets it controk, 
so do the owners of a partnership or 
limited liability corporation (LLC) on 
the assets and income that they control 
by means of the pass-through entity. 

Id Thus, the Commission concluded that 
“SFPP, L.P. should be afforded an income 
tax allowance on all of its partnership in- 
terests to the extent that the owners of 
those interests had an actual or potential 
income tax liability during the periods at  
issue.” Id at 62,456. 

ExxonMobil Oil, BP West Coast Prod- 
ucts, Navajo Refining Company, and other 
shippers have petitioned for review of the 
Remand Order, arguing that FERC’s de- 
cision to grant SFPP an income tax allow- 
ance was arbitrary and capricious and con- 
trary to our decision in BP West Coast. 
The Policy Statement is not directly chal- 
lenged in these petitions for review. 
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However, in the Remand Order-which is 
challenged in the instant case-the Com- 
mission expressly relied upon the conclu- 
sions and reasoning of the Policy State- 
ment. See 111 FERC at  62,456 (‘‘Given 
the Commission’s Policy Statement and 
the application of its policy in this opinion, 
the Commission concludes that SFPP, 
L.P. should be afforded an income tax al- 
lowance . . . .”). Thus, in determining 
whether the Remand Order was arbitrary 
and capricious or contrary to BP West 
Coast, we necessarily review the Commis- 
sion’s conclusions and reasoning in the 
Policy Statement. 

B. 
113 In the Remand Order, FERC re- 

solved the principal defect of the Lakehead 
policy, which was the inadequately ex- 
plained differential treatment of the tax 
liability of individual and corporate part- 
ners. The Commission concluded that 
regulated pipelines operating as limited 
partnerships should be eligible for income 
tax allowances to the extent that aU paxt- 
ners incur actual or potential tax liability 
on the income they receive from the pa& 
nership. FERC’s explanation in support 
of this policy choice is reasonable, and the 
Commission’s Remand Order is not incon- 
sistent with BP West Coast. Accordingly, 
we deny the petitions for review with re- 
spect to this issue. 

[Z] We review the Commission’s rate- 
making decisions under the “arbitrary and 
capricious” standard. Ass’n of Oil Pipe 
Lines v. FERC, 83 F.3d 1424, 1431 
(D.C.Cir.1996) (‘AOPL ”1. Under this 
test, FERC’s decisions will be upheld as 
long as the Commission has examined the 
relevant data and articulated a rational 
connection between the facts found and the 
choice made. Id. (quoting Motor Vehicle 
Mfrs. Ass’n v. State Farm Mut. Auto. Ins. 
Co., 463 US. 29,43, 103 S.Ct. 2856, 77 

L.Ed.2d 443 (1983)). In other words, the 
Commission must “cogently explain why it 
has exercised its discretion in [the] given 
manner.” Exxon Cwp. v. FERC, 206 F.3d 
47, 54 (D.C.Cir.2000) (internal quotation 
marks omitted) (alteration in original). In 
reviewing FERC’s orders, we are “particu- 
larly deferential to the Commission’s ex- 
pertise” with respect to ratemaking issues. 
AOPL, 83 F.3d at  1431; see also FPC v. 
Hope Natural Gas Co., 320 U.S. 591, 602, 
64 S.Ct. 281, 88 L.Ed. 333 (1944) (noting 
that a party challenging a natural gas rate 
order “carries the heavy burden of making 
a convincing showing that it is invalid be- 
cause it is unjust and unreasonable”). 

[3] The Commission must ensure that 
the rates charged by jurisdictional pipe- 
lines are “just and reasonable.” BP West 
Coast, 374 F.3d at  1286 (citation omitted). 
We have held that “just and reasonable” 
rates are “rates yielding sufficient revenue 
to cover all proper costs, including federal 
income taxes, plus a specified return on 
invested capital.” City of ChurlottesviUe 
v. FERC, 774 F.2d 1205, 1207 (D.C.Cir. 
1985). Of course, this canonical principle 
of ratemaking begs the question of which 
costs are “proper.” In the challenged Re- 
mand Order, FERC concluded that it was 
proper to grant SFPP an income tax allow- 
ance to the extent that its partners-both 
individual and corporate-incurred actual 
or potential tax liability on their distribu- 
tive share of the partnership income. In 
light of the deference we extend to the 
Commission’s judgments regarding rate- 
making issues, we cannot hold that this 
conclusion was arbitrary or capricious. 

On remand from BP West Coast, the 
Commission considered four different o p  
tions for its income tax allowance policy. 
First, the Commission considered-and re- 
jected-a proposal to adopt a modified ver- 
sion of the Lakehead policy. As FERC 
explained in the Policy Statement, “the 
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Commission agrees with the court’s con- 
clusion in BP West Coast that . . . Lake- 
h a d  did not articulate a rational ground 
for concluding that there should be no tax 
allowance on partnership interests owned 
by individuals, but that there should be 
one for partnership interests owned by 
corporations.” 111 FERC at 61,743. Giv- 
en ow holding in BP West Coast, the 
Commission was certainly permitted-if 
not required-to reject the comments that 
proposed a modified Lakehead policy. 
Second, FERC considered a proposal that 
would grant income tax allowances only to 
partnerships that are “owned wholly by 
corporations filing a consolidated return.” 
Id at 61,738. FERC reasonably rejected 
this for the same reason it rejected the 
first alternative-because it found no ra- 
tional reason for differentiating between 
corporate and non-corporate partnership 
interests. Id at 61,744. 

The two remaining policy options consid- 
ered by the Commission were polar oppo- 
sites. One proposal would have categori- 
cally prohibited limited partnerships from 
taking income tax allowances, while the 
other would have panted partnerships a 
full income tax allowance to the extent that 
the partners incur actual or potential tax 
liability. Id at 61,73941. “he Commis- 
sion chose to adopt a policy of full income 
tax allowances for limited partnerships, 
and we cannot conclude that this choice 
was unreasonable. Most importantly, 
FERC determined that income taxes paid 
by partners on their distributive share of 
the pipeline’s income are “just as much a 
cost of acquiring and operating the assets 
of that entity as if the utility assets were 
owned by a corporation.” Id at 61,742. 
In other words, the Commission found no 
good reason to limit the income tax allow- 
ance to corporations, given that “both 
partners and Subchapter C corporations 
pay income taxes on their first tier in- 
come.” Id at 61,744. 

Moreover, the Commission determined 
that income taxes paid on the partners’ 
distributive share of the pipeline’s income 
were properly “attributable” to the regu- 
lated entity because such taxes must be 
paid regardless of whether the partners 
actually receive a cash distribution. See 
United States v. Basye, 410 U.S. 441, 453, 
93 S.Ct. 1080, 35 L.Ed.2d 412 (1973) (“[Ilt 
is axiomatic that each partner must pay 
taxes on his distributive share of the part- 
nership’s income without regard to wheth- 
er that amount is actually distributed to 
him.”). Based on this aspect of partner- 
ship law, FERC concluded that income 
taxes paid by investors in a limited parb 
nership are “firsbtier” taxes that may be 
allocated to the regulated entity’s cost-of- 
service. The shipper petitioners argue 
that these taxes are ultimately paid by 
individual investors-not the pipeline-and 
thus it was improper for FERC to grant 
an ITA to the regulated entity. However, 
the Commission reasonably addressed this 
concern, explaining: 

Because public utility income of pass- 
through entities is attributed directly to 
the owners of such entities and the own- 
ers have an actual or potential income 
tax liability on that income, the Commis- 
sion concludes that its rationale here 
does not violate the court’s concern that 
the Commission had created a tax allow- 
ance to compensate for an income tax 
cost that is not actually paid by the 
regulated utility. 

Policy Statement, 111 FERC at 61,742. 

FERC also emphasized that “the return 
to the owners of pass-through entities will 
be reduced below that of a corporation 
investing in the same asset if such entities 
are not afforded an income tax allowance 
on their public utility income.” Id The 
Commission determined that “termination 
of the allowance would clearly act as a 
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disincentive for the use of the partnership 
format,” because it would lower the re- 
turns of partnerships vis-a-vis corpora- 
tions, and because it would prevent certain 
investors from realizing the benefits of a 
consolidated income tax return. Id We 
cannot hold that these conclusions were 
unreasonable. It has long been estab- 
lished that “the return to the equity owner 
should be commensurate with returns on 
investments in other enterprises having 
corresponding risks.” Hope Natun;ll Gas, 
320 US. at 603, 64 S.Ct. 281. In the 
Policy Statement, FERC concluded that it 
would be inequitable to grant a full income 
tax allowance to corporations while deny- 
ing a similar allowance to limited partner- 
ships. 111 FERC at 61,740, 61,742. For 
example, if the corporate tax rate is 35%, 
then a pipeline that operates as a corpora- 
tion is permitted to charge a rate of $154 
in order to earn after-tax income of $100. 
As several commenters pointed out, “if an 
income tax allowance is not allowed the 
partnership, then the partners must pay a 
$35 income tax on $100 of utility income, 
leaving them with only an after-tax return 
of $65.” Id Based on these comments, the 
Commission detemhed that pipelines op- 
erating as limited partnerships should re- 
ceive a full income tax allowance in order 
to maintain parity with pipelines that oper- 
ate as corporations. This conclusion was 
not unreasonable, and we defer to FERC‘s 
expert judgment about the best way to 
equalize after-tax returns for partnerships 
and corporations. 

In sum, policy choices about ratemaking 
are the responsibility of the Commission- 
not this Court. See AT&T C q .  v. FCC, 
220 F.3d 607, 631 (D.C.Cir.2000) (noting 
that “policy judgment[s]” are “for the 
agency-not this court-to make”). Our 
role as a reviewing court is limited to 
ensuring that “the Commission’s decision- 
making is reasoned, principled, and based 
upon the record.” So. Gal. Edison Go. v. 

FERC, 443 F.3d 94, 98 (D.C.Cir.2006) 
(quoting Williston Basin Interstate Pipe- 
line Go. v. FERC, 165 F.3d 54, 60 
(D.C.Cir.1999)). Here, the conclusions 
reached in the Policy Statement and the 
Remand Order were within the scope of 
the Commission’s discretion with respect 
to ratemaking issues. We held in City of 
ChurbtteswiUe that regulated entities axe 
entitled to recover all “proper” costs from 
their ratepayers. 774 F2d at  1207. Obvi- 
ously, “proper” is not a self-defining term, 
and the Commission thus has broad dis- 
cretion to determine which costs may be 
recovered through a pipeline’s rates. 
Here, FERC has reasonably explained 
why income taxes paid on partnership in- 
come are properly allocated t o  the regulat- 
ed entity for ratemaking purposes, and the 
shipper petitioners have offered no com- 
pelling reason to second-guess the agen- 
cy% policy choices. 

* * * 

Petitioners argue that regardless of 
whether FERC‘s new ITA policy is rea- 
sonable, the Remand Order must be set 
aside because it is inconsistent with our 
opinion in BP West Coast. We disagree. 

At the outset, we note that BP West 
Coast did not categorically prohibit the 
Commission from granting income tax al- 
lowances to pipelines that operate as 
limited partnerships. We granted the 
shippers’ petition for review in that case 
primarily because of the Commission’s 
inadequately justified differential treat- 
ment of individual partners and corpo- 
rate partners. As we explained, “the 
Commission’s opinions in Lakehead do 
not evidence reasoned decisionmaking for 
their inclusion in cost of service of cor- 
porate tax allowances for corporate unit 
holders, but denial of individual tax al- 
lowances reflecting the liability of indi- 
vidual unit holders.” BP West Coast, 
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374 F.3d at  1290. The Commission has 
now chosen to treat a l l  income taxes 
alike, regardless of whether they are in- 
curred by individual partners or corpo- 
rate partners. See Remand Order, 111 
FERC at 62,455 (conceding that “Lake- 
hecw! mistakenly focused on who pays 
the taxes rather than on the more fun- 
damental cost allocation principle of what 
costs, including tax costs, are attribut- 
able to regulated service, and therefore 
properly included in a regulated cost of 
service”). BP West Coast did not pass 
upon the specific question at issue in the 
instant case-whether FERC may grant 
an ITA to limited partnerships for the 
income taxes paid by ad partners on the 
income they receive from the partner- 
ship. It is a basic tenet of administra- 
tive law that when an agency action is 
found to be arbitrary and capricious be- 
cause of a failure to exercise reasoned 
decisionmaking, the agency is free to 
adopt a new policy on remand, provided 
it supplies a reasoned explanation for its 
actions. See SEC v. Chenery Corp., 332 
U.S. 194, 2o0-01, 67 S.Ct. 1575, 91 L.Ed. 
1995 (1947) (holding that when a court 
sets aside an agency order as “unsup 
portable for the reasons supplied by that 
agency,” the agency is “bound to deal 
with the problem afresh” on remand). 

Petitioners also argue that limited part- 
nerships do not pay entity-level income 
taxes, and thus FERC‘s new ITA policy 
disregards o w  statement in BP West 
Coast that “the regulator cannot create a 
phantom tax in order to create an allow- 
ance to pass through to the rate payer.” 
374 F.3d at  1291. While not without 
force, this argument cannot ultimately 
prevail, for two reasons. First, as FERC 
explained in the Policy Statement and the 
Remand Order, the income taxes for 
which SFPP will receive an income tax 
allowance are real, albeit indirect. SFPP 
will be eligible for a tax allowance only to 

the extent it can demonstrate-in a rate 
proceeding-that its partners incur “actu- 
al or potential” income tax liability on 
their respective shares of the partnership 
income. Remand Order, 111 FERC at 
62,456. Second, when we used the term 
“phantom tax” in BP West Coast, we were 
reviewing a very different set of orders 
than the ones at  issue here. In BP West 
Coast, we vacated the Lakehead policy be- 
cause the Commission had offered rm rea- 
soning to support its distinction between 
corporate partners and individual part- 
ners. 374 F.3d at 1290 (“This does not 
supply reasoning for differentiating be- 
tween individual and corporate tax liabili- 
ty. It is merely restating the proposition 
that the Commission is so differentiat- 
ing.”). However, in the instant case 
FERC has gone to great lengths to ex- 
plain why the taxes in question are not 
“phantom” and are properly attributed to 
the regulated entity. And there is at least 
one aspect of partnership law that sup- 
ports FERC‘s conclusion but was not ad- 
vanced by the Commission in BP West 
Coastinvestors in a limited partnership 
are required to pay tax on their distribu- 
tive shares of the partnership income, 
even if they do not receive a cash distribu- 
tion. See Basye, 410 U.S. a t  454, 93 S.Ct. 
1080. As explained above, this supports 
FERC’s determination that taxes on the 
income received from a limited partner- 
ship should be allocated to the pipeline 
and included in the regulated entity’s cost- 
of-service. In this sense, petitioners’ lik- 
ening of partnership tax to shareholder 
dividend tax is inapposite because a share- 
holder of a corporation is generally taxed 
on the amount of the cash dividend actual- 
ly received. In sum, in the Policy State- 
ment and the Remand Order, FERC has 
reasonably explained why its new ITA pol- 
icy does not result in the creation of 
“phantom” tax liability for regulated pipe- 
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lines that operate as limited partnerships. 
The same cannot be said for the Lakehead 
policy that we vacated in BP West Coast. 

Shipper petitioners also emphasize that 
in BP West Coast we rejected SFPP’s 
argument that the Commission should 
have adopted a full income tax allowance 
for limited partnerships. Petitioners ar- 
gue that this holding is now the ‘law of the 
case,” because the instant case involves the 
same issue that was litigated-and re- 
solved in the shippers’ favor-in the earli- 
er proceeding. Again, we disagree. In 
BP West Coast, SFPP cross-petitioned for 
review of the Lakehead policy. Like the 
shipper petitioners, SFPP argued that the 
Commission’s distinction between corpo- 
rate partners and individual partners was 
unsupportable. 374 F.3d at 1291. Howev- 
er, while the shipper petitioners argued 
that FERC should not have permitted any 
income tax allowance, SFPP argued that 
FERC should have granted a full ITA to 
pipelines operating as limited partner- 
ships. We rejected SFPP’s argument in 
BP West Coast, but petitioners now read 
too much into our holding with respect to 
this issue. AU we held in BP West Coast 
is that the Commission was not required to 
grant a full income tax allowance to pipe- 
lines that operate as limited partnerships. 
Petitioners’ argument assumes that “not 
required” is synonymous with “prohibit- 
ed.” To the contrary, when an agency has 
broad discretion to choose among different 
policy options, the fact that any one option 
is not required certainly does not mean 
that it is prohibited. Arguably, a fair re- 
turn on equity might have been afforded if 
FERC had chosen the fourth alternative of 
computing return on pretax income and 
providing no tax allowance at all for the 
pipeline owners. This, however, is a policy 
decision rejected by FERC. A s  we noted 
above, policy decisions are for the Com- 
mission and not the court. 

* * * 

In conclusion, we deny the petitions for 
review with respect to the income tax al- 
lowance issue. Under the arbitrary and 
capricious test, our standard of review is 
“only reasonableness, not perfection.” 
Kennecott Greens Creek Min. Co. v. 
MSHA, 476 F.3d 946, 954 (D.C.Cir.2007). 
We need not decide whether the Commis- 
sion has adopted the best possible policy 
as long as the agency has acted within the 
scope of its discretion and reasonably ex- 
plained its actions. In the Policy State- 
ment and the Remand Order, the Com- 
mission resolved the principal defect of 
the Lakehead policy, which was the unex- 
plained differential treatment of individual 
and corporate partners. FERC then de- 
termined that it would be “just and rea- 
sonable” to grant regulated pipelines an 
income tax allowance to the extent that all 
of the pipeline’s partners-whether indi- 
vidual or corporate-incur actual or po- 
tential tax liability. The Commission rea- 
sonably determined that such taxes are 
“attributable” to the regulated entity, giv- 
en that partners must pay tax on their 
share of the partnership income regard- 
less of whether they actually receive a 
cash distribution. Additionally, the Com- 
mission reasonably relied upon evidence 
that a full income tax allowance is neces- 
sary to ensure that corporations and part- 
nerships of like risk will earn comparable 
after-tax returns. Lastly, in the income 
tax allowance Policy Statement, FERC 
explained in detail why it chose to reject 
the other three policy options proposed by 
commenters. We cannot hold that the 
Commission’s policy choices were arbi- 
trary and capricious. Accordingly, we 
deny the petitions for review with respect 
to this issue. 

11. ENERGY POLICY Am ISSUES 

[4] Both sets of petitioners argue that 
FERC misinterpreted 8 1803 of the Ener- 
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gy Policy Act of 1992. This provision 
grandfathers certain oil pipeline rates as 
they existed at the time of the Act’s enact- 
ment. Under this statute, shippers can 
challenge these grandfathered rates when 
“a substantial change has occurred after 
the date of the enactment of [the EPAct] 
. . . in the economic circumstances of the 
oil pipeline which were a basis for the 
rate.” FERC interpreted § 1803 to allow 
rate challenges when there has been a 
substantial change in a pipeline’s overall 
rate of return. Shipper petitioners argue 
that this interpretation grandfathers too 
many rates; they contend that a substan- 
tial change in any one cost element, even if 
offset by other changes such that the over- 
all rate of return is unaffected, subjects a 
rate to challenge under 9 1803. From the 
other direction, pipeline petitioners con- 
tend that FERC’s interpretation grandfa- 
thers too few rates; they argue that the 
correct standard should take account of 
factors in addition to a pipeline’s costs. 
FERC has rejected the diametrically op- 
posed arguments of the petitioners and 
interpreted the statutory text to establish 
a middle ground between those two com- 
peting positions. We hold that FERC‘s 
interpretation is reasonable. 

A. 
Federal regulation of oil pipelines began 

in 1906, when Congress passed the H e p  
burn Act. That statute applied the Inter- 
state Commerce Act (ICA) to oil pipelines 
and gave the Interstate Commerce Com- 
mission jurisdiction over the pipelines. 
Pub.L. No. 59-337, § I, 34 Stat. 584, 584. 
In 1977, Congress transferred responsibili- 
ty for oil pipeline regulation to the newly 
created FERC. Department of Energy Re- 
organization Act, Pub.L. No. 95-91, 

1. As a result, the older version of the ICA was 
reprinted in the appendix to Title 49 of the 
United States Code. Because newer editions 

0 402(b), 91 Stat. 565, 584. The following 
year, Congress comprehensively revised 
the ICA but provided that its 1977 provi- 
sions would continue to govern FERC’s 
regulation of oil pipelines.’ Act of Oct. 17, 
1978, Pub L. No. 95-473, 0 4(c), 92 Stat. 
1337,1470. 

The ICA prohibifs pipelines from charg- 
ing rates that are “unjust or unreasonable” 
and permits shippers to challenge both 
pre-existing and newly filed rates. 49 
U.S.C. app. §§ 13(1), 15(1), (7). FERC 
has generally approved just and reason- 
able rates based primarily on a pipeline’s 
costs. See Frontier Pipeline Co. v. FERC, 
452 F.3d 774, 776 (D.C.Cir.2006) (citing 
Ass’n of Oil Pipe Lines v. FERC, 83 F.3d 
1424, 1428-29 (D.C.Cir.1996); Farmers 
Union Cent. Exch. v. FERC, 734 F.2d 
1486, 1495-96 (D.C.Cir.1984); F a m s  
Union Cent. Exch. v. FERC, 584 F.2d 408, 
412-22 (D.C.Cir.1978)). In Opinion No. 
154-B, issued in 1985, FERC adopted the 
“trended original cost” (or “TOC”) method 
for ratemaking, in which asset depreciation 
and equity recovery axe smoothed out over 
the lifetime of a pipeline in order to avoid 
excessively high rates at the front end, 
thereby encouraging new narket entrants. 
See Williams Pipe Line Co., 31 FERC 
161,377 at 61,833 (1985); BP West Coast 
Prods., LLC v. FERC, 374 F.3d 1263, 
128283 (D.C.Cir.2004). 

In 1992, Congress enacted the Energy 
Policy Act (EPAct). Pub.L. No. 102-486, 
106 Stat. 2776. In Title 18 of that Act, 
called “Oil Pipeline Regulatory Reform,” 
Congress sought to simplify ratemaking 
procedures for oil pipelines; this would 
reduce administrative and litigation costs 
for pipelines and shippers. See id. at 
301&12 (codified at 42 U.S.C. § 7172 
note); Ass’n of Oil Pipe Lines v. FERC, 

of the Code do not include the ICA, however, 
all citations to the ICA in this opinion refer to 
the 1988 USCode. 
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83 F.3d 1424,1429 (D.C.Cir.1996). Section 
1801 of the EPAct directed FERC to “is- 
sue a h a l  rule which establishes a simpli- 
fied and generally applicable ratemaking 
methodology for oil pipelines” within one 
year of the passage of the Act. 106 Stat. 
at 3010. Section 1802 required FERC to 
“issue a final rule to streamline procedures 
. . . relating to oil pipeline rates in order to 
avoid unnecessary regulatory costs and de- 
lays’’ within 18 months. Id The goal of 
these provisions was to decrease the costs 
associated with adrr?i.listrative proceedings 
and litigation involving oil pipeline rates. 

FERC implemented those mandates in 
Order No. 561 by establishing an indexed 
cap system, in which the maximum permis- 
sible rates for pipelines are adjusted annu- 
ally to reflect predictions of industxy-wide 
changes in costs. See Revisions to Oil 
Pipeline Regulations Pursuant to the En- 
ergy Policy Act of 1992, Order No. 561, 
FERC Stats. & Regs. ll30,985, 58 Fed. 
Reg. 58,753 (1993); Order No. 561-4 
FERC Stats. & Regs. ll31,000, 59 Fed. 
Reg. 40,243 (1994). A pipeline may charge 
a rate above the applicable cap only if 
there is a “substantial divergence” be- 
tween the cap and its actual costs, if it  
shows that it lacks “sigmficant market 
power,” or if all of its customers consent. 
18 C.F.R. 9 342.4. 

We upheld this scheme in Association of 
Oil Pipe Lines v. FERC. 83 F.3d at 1428. 
We have explained that the primary bene- 
fits of the cap system are that it “dispens- 
es with intricate calculations of specific 
pipeline costs” and encourages pipelines to 
develop “cost-reducing innovations” be- 
cause any given pipeline’s cost-cutting is 
unlikely to affect the industry-wide cap. 
Frontier Pipeline Co., 452 F.3d at 777. 

In keeping with its general purpose to 
reduce costs from administrative proceed- 
ings and litigation associated with the reg- 
ulation of oil pipelines, the EPAct also 

includes a “grandfathering” provision that 
insulates certain pre-existing pipeline rates 
from challenge even if the rates exceed the 
appropriate indexed czp. Section 1803(a) 
provides that any rate in effect for the full 
year ending on the date of the enactment 
of the EPAct (October 24,1992) is just and 
reasonable unless it had been subject to 
protest, investigation, or complaint during 
that one-year period. Under 8 1803(b), a 
grandfathered rate can be challenged as 
not just and reasonable-“de-grandfa- 
thered”;‘ “evidence is presented to the 
Commission which establishes that a sub- 
stantial change has occurred after the 
date of the enactment of this Act-(A) in 
the economic circumstances of the oil pipe- 
line which were a bzsis for the rate; or (B) 
in the nature of the services provided 
which were a basis for the rate” (emphasis 
added). Thus, under 8 1803, “the analysis 
of a pipeline rate challenge . . . proceeds in 
two steps: first, FERC determines wheth- 
er the rate in question is grandfathered; if 
it is, FERC then asks whether the rate 
falls within either of the exceptions out- 
lined in Section 1803(b).” BP West Coast, 
374 F.3d at 1272. 

The background to this litigation is com- 
plex. Since the EPAct went into effect in 
1992, shippers have asked FERC to de- 
clare that SFPP’s lines either did not qual- 
@ for grandfathering or should be de- 
grandfathered due to substantially 
changed circumstances. 

Docket No. 0R92-8 (1992-1995). In 
Docket No. OR92-8, addressing com- 
plaints filed between 1992 and August 
1995, FERC determined that SFPP’s West 
Line rates were (with one exception) 
grandfathered, but that its East Line rates 
were not. SFPP, L.P., Opinion No. 435- 
A, 91 FERC ll61,135 at 61,499 (2000); BP 
West Coast, 374 F.3d at 1281. We af- 
firmed FERC’s conclusion with respect to 
the West Line in BP West Coast Products, 
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LLC v. FERC (the East Line analysis was 
not challenged). 374 F.3d at 1278, 1282. 

, In that same docket, FERC also deter- 
mined that the West Line had not experi- 
enced substantially changed circumstances 
necessary to de-grandfather its rates, de- 
spite the fact that FERC’s new Lakehead 
policy had altered the income tax allow- 
ances SFPP could include in its rates. See 
Lakehead Pipe Line Co., L.P., 71 FERC 
ll61,338 (1995); Opinion No. 435-A, 91 
FERC at 61,499; BP West Coast, 374 F.3d 
at 1280. In BP West Coast, we did not 
need to reach the question of substantially 
changed circumstances on the West Line 
because we held that the Lakehead policy 
itself was defective. 374 F.3d at 1280. 
We therefore remanded the issue to 
FERC. 

Docket No. OR96-2 (1995-2000). While 
the BP West Coast appeal was pending, 
FERC consolidated in Docket No. 0R96-2 
shipper complaints fled between August 
1995 and August 2000. In March 2004, 
three months before we announced our 
decision in BP West Coast, FERC held 
that the West Line had experienced sub- 
stantially changed circumstances and thus 
its rates were de-grandfathered. ARC0 
Prods. Co. v. SFPP, L.P., 106 FERC ll61,- 
300 at 62,148 (2004) (“Order on Initial De- 
cision”). In the same order, FERC held 
that SFPP’s North and Oregon Lines had 
not experienced substantially changed cir- 
cumstances, reversing an ALJ decision to 
the contrary. Id at 62,153. FERC ex- 
plained that the ALJ had wrongly found 
substantially changed circumstances solely 
because SFPP’s tax allowance-only one 
factor in its total costs-had changed due 
to the Lakehead policy. Id  at 62,144. 
Instead, the Commission explained, the 
ALJ should have considered whether 
SFPP‘s total costs on those lines had sub- 
stantially changed. Id In other words, 
even if SFPP’s tax liability had s i w c a n t -  
ly decreased, if its overall cost of service 

remained roughly the same due to other 
cost increases, there would not be substan- 
tially changed circumstances. FERC ana- 
lyzed the change in total costs on the 
West, North, and Oregon Lines, and found 
that only the West Line had experienced 
substantially changed circumstances. Id 
at 62,148-50. 

June 2005 Remand Order. In June 
2005, eleven months after our remand or- 
der in BP West Coasf FERC issued an 
order that served both as a remand order 
from BP West Coast (addressing Docket 
No. 0R92-8) and as a decision on appeal in 
Docket No. 0R96-2. SFPP, L.P., 111 
FERC li 61,334 (2005) (“Remand Order”). 
In that order, FERC recalculated wheth- 
er there had been substantially changed 
circumstances on SFPP’s lines in light of 
its new adoption of a full income tax allow- 
ance policy (see Part I above). After mak- 
ing these calculations, FERC reaffirmed 
its determinations that the West Line was 
de-grandfathered but that the North and 
Oregon Lines were not. Id at 62,458-59. 

Both SFPP (with the Association of Oil 
Pipe Lines) and its shippers petitioned this 
Court for review, each believing that the 
Commission’s standard for determining 
substantially changed circumstances is in- 
correct. Both sets of petitioners also al- 
lege in their petitions that FERC erred in 
some of its calculations for determining 
whether SFPP’s lines had experienced 
substantially changed circumstances. We 
have jurisdiction under 49 U.S.C. app. 
§ 17(10) (1988). 

B. 

Both sets of petitioners challenge 
FERC’s interpretation of the statutory 
phrase “a substantial change has occurred 
after the date of the enactment of this Act 
. . . in the economic circumstances of the 
oil pipeline which were a basis for the 
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EXECUTIVE SUMMARY 

The Residential Utility Consumer Office recommends that the Arizona 
Corporation Commission reject Pima Utility Company’s request to recover 
income taxes of its shareholders in rates for the company’s Water and 
Wastewater Divisions. 
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INTRODUCTION 

9. 

4. 

Q. 

4. 

Q. 

A. 

Please state your name, occupation, and business address. 

My Name is William A. Rigsby. I am the Chief of Accounting and Rates 

for the Residential Utility Consumer Office (“RUCO’I) located at 11 10 W. 

Washington, Suite 220, Phoenix, Arizona 85007. 

Please describe your qualifications in the field of utility regulation 

and your educational background. 

I have been involved with utility regulation in Arizona since 1994. During 

that period of time I have worked as a utilities rate analyst for both the 

Arizona Corporation Commission (“ACC” or “Commission”) and for RUCO. 

I hold a Bachelor of Science degree in the field of finance from Arizona 

State University and a Master of Business Administration degree, with an 

emphasis in accounting, from the University of Phoenix. Appendix 1, 

which is attached to my direct testimony on the cost of capital issues in 

this case, further describes my educational background and also includes 

a list of the rate cases and regulatory matters that I have been involved 

with. 

What is the purpose of your testimony? 

The purpose of my testimony is to present RUCO’s position on Pima Utility 

Company’s (“Pima” or “Company”) request to collect income taxes in rates 

for its Water and Wastewater Divisions. Pima’s request was presented in 

1 
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the Company’s Water and Wastewater Division applications for permanent 

rate increases which were filed with the Commission on August 29, 201 1. 

The rate applications were consolidated for ratemaking purposes pursuant 

to a Procedural Order issued on September 30, 2011 (“Consolidated 

Application”). Pima is using a test year ended December 31, 2010 (Test 

Year). 

Q. 

4. 

Q. 

A. 

Will RUCO be filing testimony on the required revenue, rate design 

and cost of capital issues associated with Pima’s Application? 

Yes. RUCO witness Robert B. Mease and Timothy J. Coley will provide 

direct testimony presenting RUCO’s recommendations on required 

revenue and rate design for Pima’s Water and Wastewater Divisions 

respectively. I have also filed, under separate cover, direct testimony on 

the cost of capital issues in this case. 

Briefly describe Pima. 

Pima is a Class B Arizona public service corporation. The Company 

serves the Sun Lakes retirement community which is located 

approximately 25 miles southeast of Phoenix in Maricopa County. 

According to Pima’s Consolidated Application, the Company’s Water 

Division had I O ,  175 service connections and the Company’s Wastewater 

Division had 10,050 connections during the Test Year. Pima’s current 

water rates and charges were established in Decision No. 58743, dated 

2 
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August 11, 1994 using a test year ending December 31, 1992. The 

Company’s present wastewater rates and charges were established in 

Decision No. 62184, dated January 5, 2000 using a test year ended 

December 31, 1997. 

a. 
4. 

Is this your first case involving Pima? 

No. I testified on behalf of RUCO during Pima’s last Wastewater Division 

rate case in 1999. 

SUMMARY OF TESTIMONY AND RECOMMENDATIONS 

Q. What is RUCO recommending on Pima’s request to collect income 

taxes in rates for the Company’s Water and Wastewater Divisions? 

RUCO recommends that the Commission reject Pima’s request to collect 

income taxes in rates for the Company’s Water and Wastewater Divisions. 

4. 

INCOME TAX EXPENSE 

Q. 

A. 

How is Pima organized for income tax purposes? 

Pima is organized as an S corporation under Subtitle A, Chapter 1, 

Subchapter S of the Internal Revenue Code. 

... 

3 
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Q. 

4. 

Q. 

A. 

... 

Did Pima pay income taxes as a corporate entity during the Test 

Year? 

No. This can be seen in the “Test Year Book Results” column exhibited in 

Schedule C of Pima’s Consolidated Application. 

Why doesn’t Pima pay income taxes? 

Pima is not required to pay income taxes as a corporate entity because 

the principals of the Company chose to organize the business as an S 

corporation. As explained by the Internal Revenue Service (“IRS”)‘, unlike 

C corporations, “S corporations are corporations that elect to pass 

corporate income, losses, deductions and credit through to their 

shareholders for federal tax purposes. Shareholders of S corporations 

report the flow-through of income and losses on their personal tax returns 

and are assessed tax at their individual income tax rates. This allows S 

corporations to avoid double taxation on the corporate income. S 

corporations are responsible for tax on certain built-in gains and passive 

income.” 

http://www. irs.gov/businesses/small/article/O,, id=98263,00. html 1 
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Q. 

4. 

Q. 

A. 

Q. 

A. 

Have you reviewed the direct testimony of AWC witnesses Ray L. 

Jones and Thomas J. Bourassa that addresses Pima’s request to 

collect income taxes in rates for the Company’s water and 

Wastewater Divisions? 

Yes. Both Mr. Jones and Mr. Bourassa present similar arguments why 

they believe that Pima should be permitted to collect income taxes of their 

shareholders in rates despite the fact that the Company is an S 

corporation that pays no federal or state income taxes as a corporate 

entity. 

Does RUCO believe that the arguments for including income taxes of 

its shareholders in rates presented by the Company’s witnesses 

have any merit? 

No. Both Mr. Jones and Mr. Bourassa somehow believe that Pima’s 

shareholders are at a disadvantage to shareholders of a C corporation 

who face double taxation on corporate income. Both Mr. Jones and Mr. 

Bourassa argue that Pima’s shareholders receive a lower rate of return on 

their equity investments than what shareholders of S corporations receive. 

Why does RUCO believe that the Company’s arguments have no 

merit? 

First and foremost, Pima’s shareholders made a conscious business 

decision to elect S corporation status because that is the form of 
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organization that best served their personal needs. The Company 

admitted as much in a follow-up response to ACC Staff Data Request 

CSB 1.4 dated March 8, 2012 in which Pima's Senior Vice President and 

Chief Financial Officer, Mr. Steven Soriano, stated the following: 

"The S-Corporation election improves the ability of a startup utility 
to raise capital from the stockholders while at the same time 
lowering the total amount of capital needed. The end result is a 
better chance of a financially healthy utility which is a benefit to 
ratepayers and in the public interest. For example, the pass- 
through of net income and net losses to the stockholders can 
provide benefit to the startup utility, its customers and the 
shareholders. If there are profits, the shareholders subsidize the 
start-up company by paying taxes that would, absent the S 
Corporation election, be paid from corporate sources. If there are 
tax losses, the stockholders may be able to take immediate 
advantage of the losses, possibly moderating the negative impact 
of the losses on the stockholders return on their investment." 

Based on the response cited above, the election to organize as an S 

corporation benefited Pima's shareholders just as much as Pima's 

ratepayers from the standpoint that it aided in the financial health of the 

Company. Pima's shareholders could have organized their company as a 

C corporation had they wanted to and nothing would have prevented them 

from doing so. Clearly, Pima's shareholders believed that S corporation 

status was the most advantageous form of organization for them during 

the company's startup phase. Second, if the Company believes this form 

of organization is affecting their earnings or not beneficial for any other 

reason, the Company can at any time reorganize under another form of 

organization. The Company's actions indicate that the benefit to 
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shareholders of avoiding double taxation overrides the Company’s 

concerns regarding its earnings. 

P. 

A. 

... 

Do you believe, as Mr. Soriano does, that S corporation shareholders 

subsidize a utility when they pay income taxes? 

No. Pima’s shareholders cannot possibly subsidize the Company in 

regards to income tax liability because the Company, as a corporate 

entity, has no income tax liability to begin with. The only tax liability that 

exists is the personal income tax liability of Pima’s shareholders and that 

is because of their election to organize the Company as an S corporation. 

It is clear from Mr. Soriano’s response above that S corporation 

shareholders are simply paying income taxes, at their individual tax rates, 

on their own personal income (Le. their proportionate share of the 

distribution of operating income). If the Commission were to allow a 

regulated utility organized as an S corporation, such as Pima, to collect 

income taxes in rates when the utility pays no taxes, the utility’s 

ratepayers would be subsidizing the utility’s shareholders by paying their 

personal income taxes for them - something that would not occur with a C 

corporation that actually has a tax liability. 
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Q. 

A. 

... 

Please address the argument that S corporation shareholders 

receive a lower return on their investment than shareholders of C 

corporations. 

A regulated utility organized as an S corporation receives a rate of return 

or operating income that is calculated in the same manner as a regulated 

utility that is organized as a C corporation. Hypothetically speaking, a 

utility with a rate base of $12.5 million and a weighted cost of capital of 

8.00 percent would receive an operating income of $1 million2 whether it is 

organized as an S corporation or a C corporation. If the entire $1~000~000 

in operating income were distributed to the utility’s shareholders, those 

shareholders would pay assessed taxes on their proportionate share of 

income at their individual income tax rates whether the utility is organized 

as an S corporation or a C corporation. In the case of a C corporation, 

shareholders may not have any income to pay taxes on should the utility’s 

board of directors elect not to distribute any earnings in the form of 

dividends. 

Rate Base x Rate of Return = Operatina bcome = $12,500, 000 x 8.00% = $1.000.00Q 

8 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

Iirect Testimony of William A. Rigsby 
)ima Utility Company 
locket No. W-02199A-11-0329 et al. 

7. 

4. 

If the example above is correct, then why are Mr. Jones and Mr. 

Bourassa making the argument that C corporation shareholders 

have an advantage despite the double taxation issue and the fact 

that C corporation shareholders may not receive any income from 

their investment? 

The rationale for this argument, that has also been advanced during a 

workshop3 on water issues ordered under Decision No. 71878, is that a 

parent company which is the sole shareholder of a utility subsidiary 

organized as a C corporation retains income taxes paid by ratepayers 

when it files a consolidated income tax return that results in no income 

taxes owed. This rationale is flawed from the standpoint that the C 

corporation subsidiary has a tax liability regardless of whether or not its 

parent owes taxes in any given year. Quite simply, it is not a certainty that 

the utility's parent will not have to make tax payments every year in which 

it files an income tax return. It also has to be remembered that the utility 

organized as a C corporation may not always be a subsidiary of a parent 

company. It is entirely possible that the utility could be spun off by its 

parent company in which case the utility would be a stand-alone corporate 

Pursuant to Decision No. 71878, dated September 14, 2010, water industry stakeholders, 
including Staff of the Arizona Corporation Commission and Global Utilities, were ordered to 
:onduct a series of workshops under an existing generic docket (opened on March 8, 2806) for 
the purpose of looking at how best to achieve the Commission's objectives with regard to 
encouraging the acquisition of troubled water companies and the development of regional 
infrastructure where appropriate. A Staff Report is due to be filed sometime around March '19, 
2012. 
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entity that is required to pay federal and state income taxes because of its 

C corporation form of organization. 

4. 

... 

Has the Commission typically allowed S corporations to collect 

income taxes in rates in the past? 

No. The Commission has typically not allowed income tax expense for S 

corporations or Limited Liability Companies4 (“LLCs”) when the owners of 

the corporate entity enjoy the benefit of pass-through taxation. This was 

true in Pima’s last rate case for the Company’s Wastewater Division5 in 

which the Commission rejected the Company’s argument for an increase 

in its rate of return because of its S corporation status. The most recent 

proceeding that I was involved with where the issue of including income 

taxes in rates was addressed was a rate case filed by Johnson Utilities 

LLC.‘ In both cases the Commission did not allow income taxes to be 

collected in rates. 

A Limited Liability Company (LLC) is a business structure allowed by state statute. LLCs are 
popular because, similar to a corporation, owners have limited personal liability for the debts and 
actions of the LLC. Other features of LLCs are more like a partnership, providing management 
flexibility and the benefit of pass-through taxation. Source: 
htt~://www.irs.aov/businesses/small/a~icle/O,.id=98277,00. html 

Decision No. 62184, dated January 5, 2000 

Decision No. 71854, dated August 24, 2010 

10 
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Why has the Commission rejected the inclusion of income taxes in 

rates for S corporations and Limited Liability Companies? 

The best answer to that question was expressed in Decision No. 71445, 

dated December 23, 2009 on Sunrise Water Co., a Class B water provider 

organized as an S Corporation like Pima. Pima’s witness Mr. Jones also 

testified before the ACC in that particular proceeding. In its final decision 

on Sunrise Water Co., the Commission rejected Mr. Jones arguments to 

include income taxes in rates and, in Decision No. 71445, stated the 

following: 

“Although we are interested by the apparent split of opinion 
among the public utility commissions in various states in terms of 
the appropriateness of recognizing income tax recovery for pass- 
thru entities and may like to explore this further in a different 
docket when time and resources allow, we believe that at this time 
it is appropriate to rely upon the bulk of our own prior cases 
involving pass-thru entities in determining the appropriate 
treatment of Sunrise’s request to recover pro forma income tax 
expenses in this case. The Commission has established a long- 
standing policy of denying recovery of income tax expenses for 
pass-thru entities and apparently has varied from it, at least in 
recent years, only as an exception made under unique 
circumstances or as an inadvertent error. The Commission‘s 
policy is apparent in the Consolidated case; was expressly stated 
in the Camp Verde case; is strongly suggested and supported by 
S corporations’ and LLCs’ currently almost unanimously not 
requesting recovery of income tax expenses in their rate 
applications; is apparent in the almost complete lack of discussion 
regarding the issue in recent Commission decisions; and is 
apparent from Staffs testimony in this case. We have 
inadvertently allowed recovery of income tax expenses in several 
isolated incidents involving pass-thru entities, most recently for 
Wickenburg Ranch. This was done in error, not as an indication 
of a change in the Commission’s policy. We are confident that the 
errors will not be repeated in the near future and that the 
Wickenburg Ranch anomaly, which is the only un-remedied 
anomaly of which we are aware at this lime, will be remedied in its 
next rate case. Because it has long been our policy not to allow 
recovery of these hypothetical income tax expenses for non- 
taxable pass-thru entities, because we recognize that C 
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corporation subsidiaries included in a parent corporation’s 
consolidated income tax return are different than an S corporation 
because they are actually taxable entities, because we have no 
documentary evidence before us of Sunrise‘s income passed 
through to Mr. Campbell or that Mr. Campbell has actually paid 
any income taxes on that income,” and because Sunrise can 
easily become a C corporation if he chooses to do so in order to 
obtain recovery of income tax expenses in future rate cases, we 
will not allow Sunrise to recover any income tax expenses in this 
matter. In addition, because allowing recovery of accumulated 
deferred income tax (“ADIT) as an addition to rate base, as 
proposed by Sunrise and recommended by Staff, would be 
inconsistent with the disallowance of recovery of income tax 
expense, we also will not allow the proposed addition of $143,632 
in ADIT to Sunrise’s rate base.” 

The Commission later reiterated this position in the Johnson Utilities, LLC 

case cited above: 

“We do not share the Company’s view that inclusion of the 
Company’s members’ pass-through tax liability in customers’ rates 
would lead to a fair, equitable, and non-discriminatory result. As 
we determined in Decision No. 71445 (December 23, 2009), it is 
not appropriate or in the public interest to allow pass through 
entities such as the Company to recover income tax expenses 
through rates. The Company’s request is not reasonable and will 
be denied.” 

1. 

4. 

Is it true that the Federal Energy Regulatory Commission (“FERC”) 

allows for the inclusion of income taxes in rates for certain 

companies that it regulates? 

Yes. It is true that the FERC allows for the inclusions of income taxes in 

rates for rate-regulated pipeline companies organized as master limited 

partnerships (“MLPs”), which, like S corporations and LLC’s, are pass- 

through entities for tax purposes. However the FERC’s pipeline policy, 
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and the court decision7 that upholds it, has not been without criticism. 

Perhaps the most noteworthy critic is the same Federal Court of Appeals 

judge who upheld FERC’s most current policy. Originally, in 2004, the 

same judge struck down FERC’s attempt to “create a phantom tax in order 

to create an allowance to pass through to the ratepayer.” 

In an article that appeared in the June 21, 2010 issue of Tax Notes 

(Exhibit I), David Cay Johnston, a former tax reporter for the New York 

Times who teaches at the Syracuse University College of Law, makes the 

following points: 

“Wouldn’t it be fantastic if someone else paid your income taxes 
for you? Imagine all that extra money in your bank account. You 
could pay off your debts, save, and even splurge. 

Of course, for the person who paid your income taxes it would be 
awful. They would have to pay their own income taxes and then, 
out of what was left, pay yours. 
Congress would never enact such a law, right? 

The good news is that Congress has not enacted such a law. The 
bad news is that buried deep in the fine print of the Federal 
Register is a regulatory rule that has the same effect. 

The requirement that forces you to pay the personal income taxes 
of others applies - for now - only to owners of rate-regulated 
pipelines organized as master limited partnerships, or MLPs. 

It is not surprising if you have never heard about this tax-shifting 
rule. Unless you dig into the inordinately arcane proceedings of 
the Federal Energy Regulatory Commission (FERC), a small 
government agency that wields enormous economic power, you 
would be in the dark. The commission gets almost no news 

’ 
2007) 

Exxon Mobile Oil Corp. vs. FERC et al ., 487 F.3d 945, 376, U.S. App. D.C. 259 (D.C. Cir. 

The FERC policy and its history will be briefed from a legal standpoint in RUCO’s closing legal 
briefs. 
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coverage. The very few, and brief, news reports on the cases 
related to the MLP charge missed the tax issue.” 

The opinions expressed by Mr. Johnston on the FERC pipeline policy are 

just as relevant in this case. Pima’s ratepayers, or for that matter Arizona 

ratepayers, should not have to pay personal income taxes of shareholders 

of utilities that are organized as S corporations or LLCs (that do not 

request to be treated as a C corporation for income tax purposes). 

P. 

4. 

... 

Have a large majority of state commissions adopted the FERC policy 

regarding the inclusion of income taxes in rates? 

It does not appear so. Based on information that was presented during 

the workshop on water issues noted earlier, Kansas, Pennsylvania, 

Wisconsin, New Mexico and Texas have adopted different versions of 

what are known as the Kansas Doctrine and the New Mexico Rule that 

permit the inclusion of income taxes in rates. Based on its own research, 

RUCO has found that Colorado and Wyoming also allow for inclusion of 

income taxes in rates. On the other hand, Florida, Indiana, Illinois, 

Kentucky, New Hampshire and Vermont do not include income taxes in 

rates. 
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7. 

9. 

Q. 

A. 

Q. 

A. 

Does RUCO believe that the Commission should adopt the FERC’s 

policy? 

No. RUCO has not changed its position from the Johnson Utilities, LLC 

case cited earlier in my testimony. RUCO continues to believe that 

Arizona should not adopt a policy just because an agency of the federal 

government has chosen to do so. The policy must make sense for 

Arizona. In this case, Pima has not shown why it makes sense for the 

Company’s ratepayers to pay the income taxes of the Company’s 

shareholders when the Company’s shareholders, who enjoy the benefit of 

pass-through taxation, elected to organize Pima in such a way that the 

Company is not taxed. 

What is RUCO’s final recommendation regarding Pima’s request to 

include income taxes in rates for the Company’s Water and 

Wastewater Divisions? 

RUCO recommends that the Commission reject Pima’s request to include 

income taxes in rates for the Company’s Water and Wastewater Divisions. 

Does your silence on any of the issues, matters or findings 

addressed in the testimony of the Company’s witnesses constitute 

your acceptance of their positions on such issues, matters or 

findings? 

No, it does not. 

15 
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2. 

4. Yes, it does. 

Does this conclude your direct testimony on Pima? 

16 
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ver enact such a law, fight? 
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except that when the taw was 
asleep at &e switctr." 



Actually, it is worse than that. The regulatory rule, upheld by the court of appeals, is that you must 
pay the income taxes of the pipeline partners even if they are only "potential" taxes. No actual 
income tax need be paid. 

What exactly can be just or reasonable about forcing you to pay the income tax of another person 
who may not even pay tax? 

Government regulation of monopolies like pipelines, electric utiiities, and railroads is supposed to 
act as a proxy for the market. But just as a market requires buyers and sellers who are equally 
informed and are not coerced, regulated pricing requires treating both owners and customers 
equally. The introduction of MLPs into pipeline ownership created opportunities for the owner side 
to tilt the economic playing field, and FERC went along, going out of its way to rationalize this 
unfair tax policy. 

Regulatory agencies often become captives of the industries they are supposed to regulate, 
seeing the world through the eyes of the regulated and blinding themselves to the concerns of 
customers. This is a natural human tendency, seen also in those journalists who identify with their 
sources rather than their audience, a now widely recognized problem in Washington coverage. 

Judge Sentelle and his colleagues acted like they too have been captured by the pipeline 
industry, applying faulty reasoning that does not merely damage the just and reasonable standard 
&ut destroys it. 

The first time the issue arose, in a 2004 case known as 5P West Coast Products, Judge Sentelle 
and two other associates stood steadfast for fairness for only including actual taxes in rates (BP 
West Coast Pmducfs LLC v. FERC et al., 374 F.3d 1263,362 U.S. App. D.C. 438 (D.C. Cir. 
2004)). 

- . . .. - . ... . . , . . . . . , . . . -. , . . . . , . . . . - 



ur, Judge Senteelie made a c 

. , " . .  . . 



. 
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EXECUTIVE SUMMARY 

RUCO continues to recommend that the ACC deny Pima Utility 
Company’s request to recover income tax expense in rates. 

RUCO continues to recommend that the Commission adopt a 9.40 
percent cost of common equity. 

RUCO is recommending that, subject to updated information on Pima’s 
pending loan agreement, the Commission adopt the Company’s revised 
4.25 percent cost of debt. 

RUCO is recommending that the Commission adopt the Company’s 
revised capital structure of 35.36 percent long-term debt and 64.64 
percent common equity until more information is obtained on Pima’s 
pending loan agreement and the repayment of existing debt. 

As a result of its revised cost of debt and capital structure 
recommendations, RUCO is recommending that the Commission adopt a 
weighted average cost of capital of 7.58 percent. 

As a result of its revised cost of debt and capital structure, RUCO is 
recommending that the Commission adopt a weighted average cost of 
capital of 7.58 percent, which is 71 basis points lower than the Company- 
proposed weighted average cost of capital of 8.29 percent. 
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NTRODUCTION 

2. 

4. 

2. 

4. 

2. 

4. 

Q. 

A. 

... 

Please state your name, occupation, and business address. 

My Name is William A. Rigsby. I am the Chief of Accounting and Rates 

for the Residential Utility Consumer Office (“RUCO”) located at 11 10 W. 

Washington, Suite 220, Phoenix, Arizona 85007. 

Have you filed any prior testimony in this case on behalf of RUCO? 

Yes. On March 27, 2012, I filed direct testimony that presented RUCO’s 

recommendations on the treatment of income tax expense and the cost of 

capital for Pima. 

Please state the purpose of your surrebuttal testimony. 

The purpose of my surrebuttal testimony is to respond to the rebuttal 

testimony of Pima witnesses Steven Soriano, Marc L. Spitzer and Thomas 

J. Bourassa, which was filed on April 27, 2012. 

Will RUCO be filing surrebuttal testimony on the rate base, operating 

income and rate design issues in this case? 

Yes. Those aspects of the case will be addressed in the surrebuttal 

testimony of RUCO rate analysts Timothy J. Coley and Robert B. Mease. 
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2. 

4. 

How is your surrebuttal testimony organized? 

My surrebuttal testimony is comprised of four parts: the introduction that 

I’ve just presented; a brief summary of Pima’s rebuttal testimony; a section 

on the treatment of income tax expense; and, a section on cost of capital. 

SUMMARY OF REBUTTAL TESTIMONY 

2. 

4. 

Briefly summarize Pima’s rebuttal testimony. 

Pima witnesses Steven Soriano and Marc L. Spitzer, who is testifying for 

the first time in this proceeding, continue to support Pima’s position that it 

should be permitted to recover income tax expense from the Company’s 

ratepayers even though Pima is organized as an S corporation and does 

not pay income taxes as a corporate entity. Both Mr. Soriano and Mr. 

Spitzer take the position that Pima’s shareholders are paying Pima’s 

income taxes as opposed to paying their own personal income taxes on 

earnings that have been passed though to them. Mr. Soriano continues to 

argue that it is not fair to provide Pima’s customers with “discounted rates’’ 

that do not allow for the recovery of income tax expense. Mr. Spitzer,& 

e t i y i n i  ’ , believes that the ACC 

should adopt the same policy that the FERC has adopted which allows 

corporate entities that have elected to organize as S corporations or 

Limited Liability Companies to recover income tax expense in rates. 

Mr. Thomas Bourassa, Pima’s cost of capital consultant, continues to 

recommend a cost of common equity of 10.50 percent and takes issue 

2 
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with my recommended 9.40 percent cost of equity. Mr. Bourassa has 

revised his original 7.182 percent recommended cost of debt downward to 

4.25 percent in light of the Commission’s recent decision’ to approve a 

loan agreement presented in Pima’s recent financing application (which I 

discussed in my direct testimony). He has also revised his recommended 

capital structure as a result of the aforementioned Commission decision. 

As a result of his revisions, Mr. Bourassa is now recommending a 

weighted average cost of capital of 8.29 percent. 

INCOME TAXES 

Q. 

A. 

Q. 

A. 

Have you reviewed Mr. Soriano’s and Mr. Spitzer’s rebuttal testimony 

on the income tax issue in this case? 

Yes I have and I will address the rebuttal testimony of both witnesses. 

However, I would point out that I am not an attorney and will not address 

the legal aspects of this issue that are presented in Mr. Spitzer’s 

testimony. RUCO’s attorney will address those aspects in our legal briefs. 

Do you agree with Mr. Soriano’s statements that the Commission’s 

current policy on the recovery of income taxes in rates for S 

corporations represents a windfall to Pima’s ratepayers? 

No, I do not. Pima, as a corporate entity, has no income tax expense and, 

as noted in Mr. Spitzer’s rebuttal testimony, files only an informational 

~~ ~~ ~ 

Decision No. 73078, dated April 4, 2012 1 
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income tax return at both the federal and state levels. It is simply not 

possible for Pima’s ratepayers to be realizing a windfall because they are 

not paying for an income tax expense that does not exist. 

a. 
4. 

Q. 

4. 

Q. 

A. 

Is Mr. Soriano relying on the arguments advanced by Mr. Spitzer? 

Yes. Mr. Soriano’s position is based on Mr. Spitzer’s argument that 

Pima’s rates are being “artificially suppressed” because the Commission 

does not allow for the recovery of income tax expense in rates for pass- 

through entities such as Pima. 

Do you agree with Mr. Spitzer’s position that Pima’s rates are being 

“a rti fic ia I I y sup pressed”? 

No 1 do not for the same reason that I stated above. Pima’s rates cannot 

be “artificially suppressed” because they do not provide recovery for an 

income tax expense that does not exist. 

What is the basis for Mr. Spitzer’s argument for the recovery of 

income taxes in rates for pass-through entities such as Pima? 

Mr. Spitzer takes the position that Pima’s ratepayers are, in effect, paying 

the corporate income taxes of Pima, as opposed to paying personal 

income taxes on their proportionate share of Pima’s earnings or losses 

which were distributed to them (the arrangement that the shareholders 

elected as a direct result of organizing as an S corporation). Mr. Spitzer 
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states on page 7 of his rebuttal testimony that “the argument that an S 

corporation does not pay income taxes rests on a technical distinction 

rather than a reality.” 

Q. 

A. 

Do you believe in Mr. Spitzer’s argument that the reason that Pima 

“does not pay income taxes rests on a technical distinction rather 

than a reality”? 

No, I do not believe Mr. Spitzer’s “technical distinction” argument. The 

reality is that Pima, as a corporate entity, has not made income tax 

payments to either the U.S. Treasury or to the Arizona Department of 

Revenue on income derived from the operation of the business and will 

not make any such payments under current tax law. That is a fact that 

cannot be denied. 

Pima’s shareholders pay personal income taxes, not corporate income 

taxes. This is a real difference and not a mere technicality. The 

shareholders income tax filings are not subject to the federal or state 

codes pertaining to corporate income tax. Their individual tax returns can 

include all the deductions and tax credits available to individuals and not 

corporations. For example, a Pima shareholder could apply deductions 

for minor children, childcare expenses, medical expenses, losses or gains 

from personal financial investments including income from other S 

corporations and a myriad of other possible factors in calculating that 

shareholder’s individual income tax liability. 
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It cannot be stressed enough that the Company’s shareholders receive 

their pro-rata share of earnings or losses which are treated as personal 

income for income tax purposes. These earnings or losses are reported 

on their individual federal and state income tax returns and are subject to 

the tax rates that apply to them as individual taxpayers. As I explained in 

my direct testimony, Pima’s shareholders’ election to organize as an S 

corporation provides them with the benefit of avoiding the double taxation 

that is experienced by C corporations. 

Q. 

A. 

Q. 

A. 

But isn’t it true that under S corporation status the shareholders are 

also responsible for taxes owed on any undistributed income also? 

Yes. But again this is due to the shareholders conscious business 

decisions to (I) organize and adhere to the conditions of S corporation 

status and (2) not to distribute any of the shareholders income from the S 

corporation for whatever reason they deemed reasonable. 

Please respond to Mr. Spitzer’s position that Pima’s non-existent 

corporate tax liability, which he believes is real due to a “technical 

distinction,” should be recovered in rates just as any other prudently 

incurred operating expense. 

I have been involved in utility regulation in Arizona since 1994. In all of 

that time I have never once been involved in a general rate case (as 

opposed to a CC&N proceeding) in which the ACC permitted the recovery 

6 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

urrebuttal Testimony of William A. Rigsby 
lima Utility Company 
locket No. W-02199A-11-0329 et al. 

of an operating expense that either did not exist or that a regulated utility 

could not prove with absolute certainty that it was going to incur in the 

immediate future. 

a. 

4. 

3. 

9. 

P. 

4. 

Isn’t it true that the ACC did allow for the recovery of income taxes in 

rates for S corporations at one time? 

Both Mr. Soriano and Mr. Spitzer make this point in their rebuttal 

testimony. It is my understanding that the Commission reversed this 

policy sometime in the late 1980’s in a case involving a company known 

as Consolidated Utilities. 

Do you believe that the Commission made the correct decision to 

establish the current policy that denies the recovery of income taxes 

in rates for pass-through entities such as Pima? 

Yes I do. I believe that the Commission was correct in establishing its 

current policy that does not allow for the recovery of an income tax liability 

that does not exist, or one that has been referred to as a phantom tax. 

Have you read Mr. Spitzer’s rebuttal testimony on the issue of 

phantom taxes? 

Yes. 
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61. 

4. 

Q. 

A. 

Do you agree with Mr. Spitzer that Pima’s shareholders are paying 

their pro-rata share of Pima’s income tax liability in the “phantom 

tax” section that begins on page 8 of Mr. Spitzer’s rebuttal 

testimony? 

No. 

Can you explain why? 

A review of Form 112OS, which I have included in my surrebuttal 

testimony as Exhibit 1, will reveal that, other than taxes owed on passive 

income or LIFO2 recapture and capital gains income on activities that the 

S corporation is engaged in, there is no calculation of an income tax 

liability that is passed on to S corporation shareholders. Furthermore, a 

review of the Schedule K-I, included as Exhibit 2, does not contain any 

calculated income tax that is passed on to S corporation shareholders. 

Only income, after expenses, from the S corporation is included in the K-I 

for shareholders to report on their individual income tax filing. The income 

reported on the K-I is reported on the shareholders’ Schedule E (Exhibit 

3) as either passive income or non-passive income and is ultimately 

added to other forms of taxable income reported on the shareholders’ 

Form 1040 (Exhibit 4). So any tax liability owed on the S corporation 

income is a tax on the personal income of the S corporation shareholder 

as opposed to a flowed through corporate tax liability. 

Last In First Out method of inventory valuation 2 
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Q. 

4. 

Q. 

A. 

Q. 

A. 

Does the Commission allow public service corporations organized 

as C corporations to recover taxes owed on passive income, LIFO 

recapture or capital gains income? 

No. Taxes for C corporations are calculated only on the income that is 

derived through utility operations and not passive income, LIFO recapture 

or capital gains. 

Do you agree with Mr. Spitzer’s analogy that compares the IRS’ 

treatment of frequent flyer miles to the income tax issue in this case? 

No. Frequent flyer miles have an actual value that can be viewed as 

income that is taxable. In the case of S corporations, no amount of tax, on 

business operations, is incurred by the corporate entity. 

Are any of the examples on pages 9 and IO of Mr. Spitzer’s testimony 

applicable to the pass-through entity issue in this case? 

I do not believe so. In each of Mr. Spitzer’s examples the taxable entity 

(either an individual or a corporation) incurred an actual tax liability that 

was reduced or eliminated by a tax credit, an operating loss or some other 

circumstance that ultimately resulted in no taxes being owed. In the case 

of an S corporation, there is no corporate income tax liability on business 

operations from the start. So the examples in Mr. Spitzer’s testimony 

would not be representative of an entity that is organized as an S 

corporation. Again this is because, under S corporation status, the 
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earnings or losses are passed through to the shareholders who may not 

pay any taxes on their own personal income tax liability as a result of tax 

credits or operating losses on other business activities that the 

shareholder may be engaged in. 

Q. 

A. 

Q. 

A. 

Would you agree with Mr. Spitzer that S corporation status can 

reduce or eliminate certain costs that would be incurred by a C 

corporation, thus benefiting Pima and the Company’s ratepayers? 

Yes. I would agree that both Pima and the Company’s ratepayers benefit 

from those lower costs. However, I fail to see how that benefit to 

ratepayers would continue if they are required to pay for a corporate 

income tax expense that simply does not exist. 

Does RUCO still recommend that the Commission reject Pima’s 

request to include income taxes in rates? 

Yes. 

COST OF CAPITAL 

Q. Have you reviewed Mr. Bourassa’s rebuttal testimony on the cost of 

capital issues in this case? 

A. Yes. 
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1. 

4. 

Q. 

A. 

Q. 

A. 

Have you had an opportunity to update your cost of equity analysis? 

Yes. I updated my cost of equity analysis to include more recent data 

published in Value Line’s April 20, 2012 quarterly update on the water 

utility industry. I also updated the 8-week average of stock prices used in 

my analysis and made a small revision to my natural gas DCF growth 

estimate. 

Have you revised your recommended 9.40 percent cost of common 

equity for Pima as a result of your updated analysis? 

No. Based on the results of my updated analysis, I am continuing to 

recommend that the Commission adopt a 9.40 percent cost of common 

equity for Pima. 

How does your cost of common equity recommendation compare 

with the recommendations of Pima’s and ACC Staffs cost of capital 

witnesses? 

My recommended 9.40 percent cost of common equity is 110 basis points 

lower than Mr. Bourassa’s 10.50 percent cost of common equity (as I 

noted earlier in my surrebuttal testimony, Mr. Bourassa has not made any 

changes to the Company-proposed cost of common equity). ACC Staff 

witness John A. Cassidy is recommending a 9.10 percent cost of common 

equity which is 140 basis points lower than Mr. Bourassa’s 10.50 percent 

11 
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recommendation and 30 basis points lower than my recommended 9.40 

percent. 

2. 

4. 

Q. 

A. 

Are the parties to the case in agreement on Pima’s cost of debt? 

At this stage of the proceeding the answer is no. This is mainly due to the 

fact that the loan agreement approved in Decision No. 73078 has not 

been finalized. However, I think it is fair to say that the Company, ACC 

Staff and RUCO are moving closer to the same number. In his rebuttal 

testimony, Mr. Bourassa revised his original 7.1 82 percent recommended 

cost of debt downward to 4.25 percent which is closer to Mr. Cassidy’s 

5.50 percent recommendation. In my direct testimony, I reserved the right 

to revise my 7.696 percent cost of debt figure based on the Commission’s 

final decision on Pima’s financing application and on the terms that are 

contained in an executed loan agreement between the Company and a 

third-party lender. 

Are you willing to adopt Pima’s revised cost of debt at this point in 

time? 

Yes. Until we know the final stated rate of interest in the pending loan 

agreement, I am willing to accept Pima’s revised 4.25 percent cost of debt 

figure. 
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Q. 

4. 

Q. 

A. 

Where do the parties stand on a capital structure for Pima? 

Mr. Bourassa states in his rebuttal testimony that he has revised his 

recommended capital structure from one comprised of 31.08 percent long- 

term debt and 68.92 percent common equity to one comprised of 35.36 

percent long-term debt and 64.64 percent common equity. ACC Staffs 

Mr. Cassidy is recommending a capital structure comprised of 37.90 

percent long-term debt and 62.10 percent common equity. In my direct 

testimony, I recommended the Company’s adjusted end of test year 

capital structure comprised of 22.53 percent long-term debt and 77.47 

percent common equity mainly because of the uncertainty regarding 

Commission approval of Pima’s financing application. However, at this 

point I am willing to accept Mr. Bourassa’s revised capital structure of 

35.36 percent long-term debt and 64.64 percent common equity until more 

information is obtained on the Company’s pending loan agreement and 

the repayment of existing debt. 

Please compare the recommended weighted average cost of capital 

being proposed by Pima, ACC Staff and RUCO at this stage of the 

proceeding . 
At this stage of the proceeding Pima is recommending a weighted average 

cost of capital of 8.29 percent that is 49 basis points higher than ACC 

Staffs recommended 7.80 percent. Based on my revised cost of debt and 

revised capital structure recommendations described above, RUCO is 
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recommending a weighted average cost of capital of 7.58 percent that is 

71 basis points lower than Pima and 22 basis points lower than ACC Staff. 

1. 

4. 

2. 

4. 

Has the Federal Reserve made any changes to its current policy to 

keep interest rates low for an extended period of time since you filed 

your direct testimony? 

No. 

Please respond to Mr. Bourassa’s position that your recommended 

cost of equity is lower than an average of projections published in 

Value Line’s recent quarterly updates on the water and natural gas 

industries. 

In the case of the water utilities, Mr. Bourassa only averages Value Line’s 

long-term projections on returns on book common equity, as opposed to 

estimated costs of common equity, of the water companies which our 

samples have in common. As can be seen in Attachment A of my 

surrebuttal testimony, Value Line is projecting a long-term (2015 - 2017) 

9.50 percent return on book common equity for all of the water companies 

that it follows including Middlesex Water Company, which I included in my 

sample, and American Water Works Company, Inc. which I did not 

include. As can also be seen in Attachment A, Value Line is also 

forecasting average industry returns on book common equity, as opposed 

to estimated costs of common equity, of 8.50 percent for 2012 and 2013 
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which is close to the estimated cost of equity derived from my sample of 

water utilities. Given that the water companies followed by Value Line are 

also engaged in unregulated activities, I believe that my recommended 

9.40 percent cost of equity for Pima, which is close to the cost of equity 

derived from my natural gas LDC sample, is quite reasonable when 

compared to Value Line’s long-term 9.50 percent projection for the water 

utility industry as a whole. 

But isn’t Value Line’s projected long-term return on common equity 

for the natural gas industry 14.50 percent? 

Yes it is. Again this industry average includes some LDCs that were not 

included in my natural gas sample. However, I believe that it is best to 

rely on Value Line’s water industry projections given the fact that Pima is 

after all a water utility. Despite this fact, I am recommending a cost of 

common equity that is close to the higher result obtained from my natural 

gas sample which, as I just noted, is close to Value Line’s long-term 9.50 

percent projection for the water utility industry as a whole. Now that Value 

Line’s standard edition (which provides long-term projections) is following 

more publicly traded water utilities than it has in the past, I may be 

phasing out the use of natural gas LDCs in my cost of capital analyses in 

the near future. 
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2. 

4. 

2. 

4. 

Q. 

A. 

What is the risk premium of your recommended 9.40 percent cost of 

equity for Pima based on the cost of debt that you have adopted at 

this point in the proceeding? 

The risk premium is 515 basis points, which is the difference between my 

recommended 9.40 percent cost of equity and the Company-proposed 

4.25 percent cost of debt. I believe my 9.40 percent cost of common 

equity, which is more than double the Company’s 4.25 percent cost of 

debt, is more than enough to compensate investors for any perceived 

business risk that might exist. 

Does your silence on any other issues, matters or findings 

addressed in the rebuttal testimony of either Mr. Soriano, Mr. Spitzer 

or Ms. Bourassa constitute your acceptance of the Company’s 

positions on such issues, matters or findings? 

No, it does not. 

Does this conclude your surrebuttal testimony on the income tax and 

cost of capital issues in Pima’s filing? 

Yes, it does. 
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EXHIBIT 1 



U.S. Income Tax Return for an S Corporation 

A S election effective date 

B Business activity code 
number (see instructions) 

C Ghedc ii Sch. M-3 attached 0 

I Department of the Treasury 
Internal Revenue Service 

Name D Employer identification number 

Number, street, and r w m  or suite no. If a P.O. box, see instructions. 
TYPE 

OR 
E Date incorporated 

C i  or town, state, and ZIP code F Total assets (see instructions) 

$ I 

b Do not file this form unless the corporation has filed or is 
attaching Form 2553 to elect to be an S corporation. 

b See separate instructions. 

OMB No. 1545-0130 

t 2 G T  

1 a Merchant card and third-party payments. For 201 1, enter -0- . . .  
b Gross receipts or sales not reported on line 1 a (see instructions) . . 
c Total.Addlineslaand1b. . . . . . . . . . . . . .  
d Returns and allowances plus any other adjustments (see instructions) 
e Subtract line I d  from line IC . . . . . . . . . . . . . . . . .  

2 Cost of goods sold (attach Form 11 25-A) . . . . . . . . . . . . .  
3 Gross profit. Subtract line 2 from line l e  . . . . . . . . . . . . .  
4 Net gain (loss) from Form 4797, Part II, line 17 (attach Form 4797) . . . . . . . . . .  
5 Other income (loss) (see instructions-attach statement) . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . .  
employment credits) . . . . . . . . . . . . . . . .  

9 Repairs and maintenance . . . . . . . . . . . . . . . . . . . . . . .  
10 Baddebts . . . . . . . . . . . . . . . . . . . . . . . . . . .  
11 R e n t s . .  . . . . . . . . . . . . . . . . . . . . . . . . . . .  
12 Taxes and licenses . . . . . . . . . . . . . . . . . . . . . . . . .  
13 Interest . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
14 Depreciation not claimed on Form 1125-A or elsewhere on return (attach Form 4562) . . . .  
15 Depletion (Do not deduct oil and gas depletion.) . . . . . . . . . . . . . . .  
16 Advertising . . . . . . . . . . . . . . . . . . . . . . . . . . .  
17 Pension, profit-sharing, etc., plans . . . . . . . . . . . . . . . . . . . .  
18 Employee beneffi programs . . . . . . . . . . . . . . . . . . . . . .  
19 Other deductions (attach statement) . . . . . . . . . . . . . . . . . . .  
20 Total deductions. Add lines 7 through 19 . . . . . . . . . . . . . . . .  b 

. . . . . . . . . . .  
c Add lines 22a and 22b (see instructions for additional taxes) . . .  

23a 201 1 estimated tax payments and 2010 overpayment credited to 201 1 
b Tax deposited with Form 7004 . . . . . . . . . . . .  
c Credit for federal tax paid on fuels (attach Form 4736) . . . . .  
d Add lines 23a through 23c . . . . . . . . . . . . .  

Estimated tax penalty (see instructions). Check if Form 2220 is attached . . . . . .  b 0 
Amount owed. If line 23d is smaller than the total of lines 22c and 24, enter amount owed . 

24 
25 . 

with the peparer shown below 
(see instructions)? 

Sign 

Paid 
Preparer - 

Here I Signature of officer Date I Title 

Prinmype preparer's name Preparer's signature Date P n N  

Firm's €IN b use only 
For Papenwork Reduction Act Notice, see separate instructions. 

Firm'sname b 

Firm's address b Phone no. 
Cat. No. 11510H Form 1 120s (201 1) 



Form 11205(2011) 
- e  - - - Other Information (see instructions) 

-accounting method: a 0 Cash b Accrual c Other (specify) b _____________________________________ 

- 
- 
al 

0 - 

See the instructions and enter the: 
a Business activity b 

At the end of the tax year, did the corporation own, directly or indirectly, 50% or more of the voting stock of a domestic 
corporation? (For rules of attribution, see section 267(c).) If “Yes,” attach a statement showing: (a) name and employer 
identification number (EIN). (b) percentage owned, and (c) if 100% owned, was a qualified subchapter S subsidiary 
election made? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Has this corporation filed, or is it required to file, Form 8918, Material Advisor Disclosure Statement, to provide 
information on any reportable transaction? 
Check this box if the corporation issued publicly offered debt instruments with original issue discount . . . .  b 
If checked, the corporation may have to file Form 8281, Information Return for Publicly Offered Original Issue Discount 
Instruments. 

If the corporation: (a) was a C corporation before it elected to be an S corporation or the corporation acquired an 
asset with a basis determined by reference to the basis of the asset (or the basis of any other property) in 
the hands of a C corporation and (b) has net unrealized built-in gain in excess of the net recognized built-in gain 
from prior years, enter the net unrealized built-in gain reduced by net recognized built-in gain from prior years (see 

................................................ b Product or service b ............................................. 

. . . . . . . . . . . . . . . . . . . . . . . .  

instructions) . . . . . . . . . . . . . . .  b 
Enter the accumulated earnings and profits of the corporation at the end of the tax year. 

................................................................... 
$ 

Are the corporation’s total receipts (see instructions) for the tax year and its total assets at the end of the tax year less 
than $250,000? If “Yes,” the corporation is not required to complete Schedules L and M-1 . . . . . . . . .  
During the tax year, was a qualified subchapter S subsidiary election terminated or revoked? If “Yes,” see instructions . 

1 
2 
3a 

b 
C 

: 4  
s 5  

E 6  
r 7  

8a 
b 
C 

9 
10 

- 
10a Did the corporation make any payments in 201 1 that would require it to file Form(s) 1099 (see instructions)? . , . , 

Ordinary business income (loss) (page 1, line 21) . . . . . . . . . . . . . .  

, - Other income (loss) (see instructions) . . Type 

Page 2 

?t 

Net rental real estate income (loss) (attach Form 8825) . . .  
Other gross rental income (loss) . . . . . . . . . .  
Expenses from other rental activities (attach statement) . . .  
Other net rental income (loss). Subtract line 3b from line 3a . . . . . . . . . .  
Interest income . . . . . . . . . . . . . . . . . . . . . . . .  
Dividends: a Ordinary dividends . . . . . . . . . . . . . . . . . . .  

Royalties . . . . . . . . . . . . . . . . . . . . . . . . . .  
b Qualified dividends . . . . . . . . . .  

Net short-term capital gain (loss) (attach Schedule D (Form 7 120s)) . . . . . . . .  
Net long-term capital gain (loss) (attach Schedule D (Form 7 720 
Collectibles (28%) gain (loss) . . . . . . . . . . .  
Unrecaptured section 1250 gain (attach statement) . . . .  
Net section 1231 gain (loss) (attach Form 4797) . . . . .  



Form 1120s 111) Page 3 
Shareholders’ Pro Rata Share Items (continued) 

11 Section 179 deduction (attach Form 4562) . . . . . . . . . . . . . . .  
12a Contributions . . . . . . . . . . . . . . . . . . . . . . . .  

b Investment interest expense . . . . . . . . . . . . . . . . . . .  
(2) Amount b 

d Other deductions (see instructions) . . .  Type b 
13a Low-income housing credit (section 42(j)(5)) . . . . . . . . . . . . . . .  

b Low-income housing credit (other) . . . . . . . . . . . . . . . . .  
c Qualified rehabilitation expenditures (rental real estate) (attach F o m  3468) . . . . .  
d Other rental real estate credits (see instructions) Type b ________________________________________-- 
e Other rental credits (see instructions) . . .  Type b ________________________________________-- 
f Alcohol and cellulosic biofuel fuels credit (attach Form 6478) 

Other credits (seeinstructions) Type b 

c Section 59(e)(*) expenditures (1) Type ...................................... 

. . . . . . . . .  
. . . . .  

________________________________________----------------------- 14a Name of country or US. possession b 
b Gross income from all sources . . . . . . . . . . . . . . . . .  
c Gross income sourced at shareholder level . . . . . . . . . . . . .  

d Passive category . . . . . . . . . . . . . . . . . . . . .  
e General category . . . . . . . . . . . . . . . . . . . . .  
f Other (attach statement) . . . . . . . . . . . . . . . . . . .  

g Interest expense . . . . . . . . . . . . . . . . . . . . .  
h Other. . . . . . . . . . . . . . . . . . . . . . . . .  

i Passive category . . . . . . . . . . . . . . . . . . . . .  
j General category . . . . . . . . . . . . . . . . . . . . .  
k Other (attach statement) . . . . . . . . . . . . . . . . . . .  

Other information 
I Total foreign taxes (check one): b 0 Paid 0 Accrued . . . . . . . .  
rn Reduction in taxes available for credit (attachstatement) . . . . . . . . .  

Foreign gross income sourced at corporate level 

Deductions allocated and apportioned at shareholder level 

Deductions allocated and apportioned at corporate level to foreigrr source income 

Total amount 

11 1 

I141 I 
114rnl I 

n Other foreign tax information (attach statement) 
15a Post-1986 depreciation adjustment . . . . . . . . . . . . . . . . .  

b Adjusted gain or loss . . . . . . . . . . . . . . . . . . . . . .  
c Depletion (other than oil and gas) . . . . . . . . . . . . . . . . . .  
d Oil, gas, and geothermal properties-gross income . . . . . . . . . . . .  
e Oil, gas, and geothermal properties-deductions . . . . . . . . . . . . .  
f Other AMT items (attach statement) . . . . . . . . . . . . . . . . .  

16a Tax-exempt interest income . . . . . . . . . . . . . . . . . . .  
b Other tax-exempt income . . . . . . . . . . . . . . . . . . . .  
c Nondeductible expenses . . . . . . . . . . . . . . . . . . . .  
d Distributions (attachstatement ifrequired) (seeinstructions) . . . . . . . . . .  
e Repayment of loans from shareholders . . . . . . . . . . . . . . . .  

17a Investment income . . . . . . . . . . . . . . . . . . . . . .  
b Investment expenses . . . . . . . . . . . . . . . . . . . . . .  

15a 
15b 
15c 
15d 
15e 
1 5f 
16a 
16b 
16c 
16d 
16e 
17a 
17b 

I I  I 

18 IncorneAoss reconciliation. Combine the amounts on lines 1 through 10 in the far right 
column. From the result, subtract the sum of the amounts on lines 11 through 12d and 141 18 

Form 1 120s (201 1) 



Balance Sheets per Books Beginning of tax year 

1 
2a 
b 
3 
4 
5 
6 
7 
8 
9 

1 Oa 
b 

l l a  
b 

12 
13a 

b 
14 
15 

16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 

End of tax year 

Assets 
Cash . . . . . . . . . . . . .  
Trade notes and accounts receivable 
Lessallowanceforbaddebts . . . . . .  
Inventories . . . . . . . . . . .  
U.S. government obligations . . . . . .  
Tax-exempt securities (see instructions) . . 
Other current assets (attach statement) . . .  
Loans to shareholders . . . . . . . .  
Mortgageand realestateloans . . . . .  
Other investments (attach statement) . . .  
Buildings and other depreciable assets . . .  
Lessaccumulated depreciation . . . . .  

Lessaccumulated depletion . . . . . .  
Land (net of any amortization) . . . . . .  
Intangible assets (amortizable only) . . . .  
Lessaccumulated amortization . . . . .  
Otherassets(attach statement) . . . . .  
Total assets . . . . . . . . . . .  

Accounts payable . . . . . . . . .  

. . .  

Depletable assets . . . . . . . . .  

Liabilities and Shareholders’ Equity 

(a) Accumulated 
adjustments account 

I la) I I IC) I 

(b) Other adjustments (c) Shareholders’ undistributed 
account taxable income previously taxed 

Mortgages, notes, bonds payable in less than 1 year 
Other current liabilities (attach statement) . . 
Loans from shareholders . . 
Mortgages, notes, bonds payable in I year or more 
Other liabilities (attach statement) . . . .  
Capital stock . . . . . . . . . . .  
Additional paid-in capital . . . . . . .  
Retained earnings . . .  . . .  
Adjustments to shareholders’ equity (attach statement) B 
Less cost of treasury stock 

27 Total liabilities and shareholder 
- 8  Reconciliation 

. .  
s’equity . 
of Income (Loss) per Books With Income (Loss) per Return 

Note. Schedule M-3 reauired instead of Schedule M-1 if total assets are $10 million or more-see instructions 
1 Net income(1oss)perbooks . . . . . .  
2 Income included on Schedule K, lines 1, 2, 3c, 4, 

5a, 6, 7, 8a, 9, and 10, not recorded on books this 

3 Expenses recorded on books this year not 
included on Schedule K, lines 1 through 12 and 
141 (itemize): 

a Depreciation $ 
b Travel and entertainment $ 

year (itemize) ............................................. 

........................................... 
............................ 

________________________________________---------------------. 

5 Income recorded on books this year not included 
on Schedule K, lines 1 through 10 (itemize): 

__-----------____ a Tax-exempt interest $ 

___________--_---_______________________----- 
--IS Deductions included on Schedule K, 

lines 1 through 12 and 141, not charged 
against book income this year gtemize): 

.......................... a Depreciation $ 

. . . . .  I Addlines5and6 . . . . .  I Addlines5and6 

1 Balanceat beginning of tax year . . . . .  
2 Ordinary income from page 1, line 21 . . .  
3 Other additions . . . . . . . . . .  

5 Other reductions . . . . . . . . . .  
6 
7 

4 Loss from page 1, line 21 . . . . . . .  

Combine lines 1 through 5 . . . . . . .  
Distributions other than dividend distributions 

Form 1 120s (201 1) 





EXHIBIT 2 



201 I Schedule K-1 
(Form 11 20s) 
Department of the Treasury 
lntemal Revenue Service For calendar year 201 1, or tax 

year beginning ,2011 

ending * 20- 

Shareholder's Share of Income, Deductions, 
Credits, etc. b See back of form and separate instructions. 

I A Torporation's employer identification number 

B Corporation's name, address, city. state, and ZIP code 

C IRS Center where corporation filed retum 

D Shareholder's identifying number 

E Shareholder's name, address, city, state, and ZIP code 

F Shareholder's percentage of stock 
ownershipfortaxyear . . . . . . % 

inal K-1 0 Amended 

lrdinaty business income (loss) 

et rental real estate income (loss) 

*her net rental income (loss) 

iterest income 

irdinary dividends 

lualified dividends 

~~ 

loyalties 

let short-term capital gain (loss) 

let long-term capital gain floss) 

:ollectibles (28%) gain (loss) 

lnrecaptured section 1250 gain 

let section 1231 gain (loss) 

kher income (loss) 

;ection 179 deduction 

Xher deductions 

OMB N O  1545-0130 

redits 

oreign transactions 

dternattve minimum tax (AMT) iten 

terns affecting shareholder bas 

Xher information 

* See attached statement for additional information. 

For Paperwork Reduction Act Notice, see Instructions for Form 1120s. Cat. No. 11 520D Schedule K-I (Form 1120s) 2011 



Schedule K-I (Form 11 20s) 201 1 Page 2 
This list identifies the codes used on Schedule K-1 for all shareholders and provides summarized reporting information for shareholders who 
file Form 1040. For detailed reporting and filing information, see the separate Shareholder’s Instructions for Schedule K-1 and the 
instructions for your income tax return.- 

- 

1. Ordinary business income (loss). Determine whether the income (loss) is 
passive or nonpassive and enter on your return as follows: 

Passive loss 
Passive income 
Nonpassive loss 
Nonpassive income 

2. Net rental real estate income (loss) 
3. Other net rental income (loss) 

Net income 
Net loss 

4. Interest income 
5a. Ordinary dividends 
5b. Qualified dividends 
6. Royalties 
7. Net short-term capital gain (loss) 
8a. Net long-term capital gain (loss) 
8b. Collectibles (28%) gain (loss) 

8c. Unrecaptured section 1250 gain 
9. Net section 1231 gain (loss) 

Code 
A Other portfolio income (loss) 
B Involuntary conversions 
C 

IO. Other income (loss) 

Sec. 1256 contracts B straddles 

Report on 
See the Shareholder’s Instructions 
Schedule E, line 28, column (g) 
Schedule E, line 28, column (h) 
Schedule E. line 28. column 0) 
See the Shareholder’s Instructions 

Schedule E, line 28, column (9) 
See the Shareholder’s Instructions 
Form 1040, line 8a 
Form 1040, line 9a 
Farm 1040, line 9b 
Schedule E. line 3b 
Schedule D, line 5 
Schedule D, line 12 
28% Rate Gain Worksheet, line 4 
(Schedule D instructions) 
See the Shareholder’s Instructions 
See the Shareholder’s Instructions 

See the Shareholder’s Instructions 
See the Shareholder’s Instructions 
Form 6781, line 1 

D 
E Other income (loss) See the Shareholder’s Instructions 

11. Section 179 deduction See the Shareholder’s Instructions 
12 Otherdeductions 

Mining exploration costs recapture See Pub. 535 

See the Shareholder’s 
Instructions 

F m  4952, line 1 
Schedule E, line 19 

A Cash contributions (50%) 
B Cash contributions (30%) 
C Noncash contributions (50%) 
D Noncash contributions (30%) 
E 

F Capital gain property (20%) 
0 Contributions (100%) 
H Investment interest expense 
I Deductions-royalty income 
J Section 59(e)(2) expenditures See the Shareholder’s Instructions 
K Deductions-portfolio (2% flow Schedule A, line 23 
L Deductions-portfolio (other) Schedule A, line 28 
M Preproductive period expenses See the Shareholder’s Instructions 
N Commercial revitalization deduction 

from rental real estate activities 
0 Reforestation expense deduction See the Shareholder’s Instructions 
P Domestic production activities 

information See Form 8903 instructions 
Q Qualified production activities income Form 8903, line 7b 
R Employer’s Form W-2 wages Form 8903, line 17 
S Other deductions See the Shareholder’s Instructions 

I Capital gain property to a 50% 
organization (30%) 

See Form 8582 instructions 

13. Credits 
A 

B 

C 

D 

E 

F 
0 
H 
I 

J 
K 
L 

Low-income housing credit (section 
42(i)(5)) from pre-2008 buildings 
Low-income housing credit (other) from 
pre-2008 buildings 
Low-income housing credit (section 
42(j)(5)) from post-2007 buildings 
Low-income housing credit (other) 
from post-2007 buildings 
Qualified rehabilitation expenditures 
(rental real estate) 
Other rental real estate credits 
Other rental credits 

See the Shareholder’s 
Instructions 

Undistributed capital gains credit 
Alcohol and cellulosic biofuel fuels 
aedt 
Work opportunity credit 
Disabled access credit 
Empowerment zone and renewal 
communtiy employment creda 

Form 1040, line 71, box a 

See the Shareholder’s 
Instructions I 

Code Report on 
M Credit for increasing research 

activities See the Shareholder’s Instructions 
N Credit for employer social security 

and Medicare taxes See the Shareholder’s Instructions 
0 Backup withholding Form 1040, line 62 
P Other credits See the Shareholder’s Instructions 

A Name of country or U.S. 
possession 

B Gross income from all sources 
C Gross income sourced at 

shareholder level 
Foreign gross income sourced at corporate level 
D Passive category 
E General category ] Formlll6,PartI 
F Other 
Deductions allocated and apportioned at shareholder level 
G Interest expense Form1116,PartI 
H Other Form 1116, Part I 
Deductions allocated and apportioned at corporate level to foreign source 
income 
I Passive category 
J General category 1 Form 1116, Part I 
K Other 
Other information 
L Total foreign taxes paid Form 1116, Part II 
M Total foreign taxes accrued Form 1116, Part II 
N Reduction in taxes available for 

Medii Form 1116, line 12 
0 Foreign trading gross receipts Form 8873 
P Extraterritorial income exclusion Form 8873 
Q Other foreign transactions See the Shareholder’s Instructions 

15. Alternative minimum tax (AMT) items 
A Post-1986 depreciation adjustment see the 

D oil, gas, g geothermal-gross income ~ : ~ ~ ~ r ~ i ~ ~ ~ f o r  

B Adjusted gain or loss 
C 

E Oil. gas, & geothermal-deductions 
F Other AMT items 

16. Items affecting shareholder basis 
A Tax-exempt interest income 
B Other tax-exempt income 1 

14. Foreign transactions 

Form 1116, Part I I 

Form 6251 

Form 1040, line 8b 

I Depletion (other than oil &gas) 

See the Shareholder’s 
Instructions 

C Nondeductible expenses 
D Distributions 
E Repayment of loans from 

shsehdders J 

17. Other information 
A 
B 
C 

D 
E 

F 

G 
H 
I 

J 

K 

L 

M 
N 
0 
P 

Q 
R 
S 

T 
U 

Investment income 
Investment expenses 
Qualified rehabilitation expenditures 
(other than rental real estate) 
Basis of energy property 
Recapture of low-income housing 
credit (section 42(j)(5)) 
Recapture of low-income housing 
credit (other) 
Recapture of investment credit 
Recapture of other credits 
Look-back interest-completed 
long-term contracts 
Look-back interest-income forecast 
method 
Dispositions of property with 
section 179 deductions 
Recapture of section 179 
deduction 
Section 453(1)(3) information 
Section 453A(c) information 
Section 1260(b) information 
Interest allocable to production 
expenditures 
CCF nonqualified withdrawals 
Depletion information-oil and gas 
Amortization of reforestation 
costs 
Section 108g information 
Other information 

Form 4952, line 4a 
Form 4952, line 5 

See the Shareholder’s Instructions 
See the Shareholder’s Instructions 

Form 861 1, line 8 

Form 861 1, line 8 
See Form 4255 
See the Shareholder’s Instructions 

See Form 8697 

See Form 8866 

See the Shareholder’s 
Instructions 





EXHIBIT 3 



SCHEDULE E Supplemental Income and Loss 
(Form 1040) 

Department of the Treasury 
Internal Revenue Service (99) 

(From rental real estate, royalties, partnerships, 
S corporations, estates, trusts, REMICs, etc.) 

,Attach to Form l040,1040NR, or Form 1041. .See separate instructions. 

OMB No. 1545-0074 

201 I 
Attachment 
Sequence No. 13 

5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 

22 

23a 

Name@) shown on return 

Advertising . . . . . . . . . . . . . .  
Auto and travel (see instructions) 
Cleaning and maintenance . . . . . . . . .  

. . . . . . .  

Commissions. . . . . . . . . . . . . .  
Insurance . . . . . . . . . . . . . . .  

Management fees . . . . . . . . . . . .  
Mortgage interest paid to banks, etc. (see instructions) 
Other interest. . . . . . . . . . . . . .  
Repairs. . . . . . . . . . . . . . . .  
Supplies . . . . . . . . . . . . . . .  
Taxes . . . . . . . . . . . . . . . .  
Utilities . . . . . . . . . . . . . . . .  

Other (list) b 

Subtract line 20 from line 4. If result is a (loss), see 
instructions to find out if you must file Form 6198 
Deductible rental real estate loss after limitation, if any, 

Legal and other professional fees . . . . . . .  

Depreciation expense or depletion . . . . . . .  

Total expenses. Add lines 5 through 19 
________________________________________--~------------ 

. . . . .  

. 

Your social security number 

on Form 8582 (see instructions) 
Total of all amounts reported on 

b Total of all amounts reported on 
c Total of all amounts reported on 
d Total of all amounts reported on 
e Total of all amounts reported on 
f Total of all amounts reported on 
g Total of all amounts reported on 

1 Physical address of each property-street, city, state, zip Typefrom list 2 For each rental real 

A days rented at fair rental A 

C instructions. C 

below estate property listed, 
report the number of 

value and days with 
B personal use. See 

line 
line 
line 
line 
line 
line 
line 

QJV Fair Rental Personal 
Days UseDays 

. . . . . .  
3a for all rental properties 

A 
3a 

4 

Merchant card and third party payments. For 201 1, enter -0- 

Total not including amounts on line 3a that are not 
income (see instructions) . . . . . . . . . .  

3a 
b Paymentsnotreportedtoyouonline3a. . . . .  3b 

4 
Expenses: 

3a for all royalty properties 
4 for all rental properties 
4 for all royalty properties 
12 for all properties . . 
18 for all properties . . 
20 for all properties . . 

B C 

24 
25 
26 

Income. Add positive amounts shown on line 21. Do not include any losses 
Losses. Add royalty losses from line 21 and rental real estate losses from line 22. Enter total losses here 

. . . . . . .  

Total rental real estate and royalty income or (loss). Combine lines 24 and 25. Enter the result here. 
If Parts II, 111, IV, and line 40 on page 2 do not apply to you, also enter this amount on Form 1040, line 
17, or Form 1040NR, line 18. Otherwise, include this amount in the total on line 41 on page 2. . . .  

24 
25 ( ) 

26 



Name(?.) shown on return. Do not enter name and social secunty number if shown on other side. Your social security number 

(b) Enter P for 
28 (a) Name partnership; S 

for S corporation 

(c) Check if (d) Employer (e) Checkif 

partnership number not at risk 
foreign identification any amount is - __. 

I (c) Passive deduction or loss allowed 
(attach Form 8582 if required) 

B 
C 
rn 

(d) Passive income 
from Schedule K-l 

0 0 
0 

n n 

I (e) Deduction or loss I (f) Other income from 
from Schedule K-1 Schedule K-1 

Passive Income and Loss 
(f) Passive loss allowed 

(attach Form 8582 if required) 
(g) Passive income 
from Schedule K-1 

35 Add colu 

Nonpassive Income and Loss 
(h) Nonpassive loss (i) Section 179 expense 6) Nonpassive income 
from Schedule K-1 deduction from Form 4562 from Schedule K-1 

30 
31 
32 

Add columns (9) and (i) of line 29a . . . . . . . . . . . . . . . . . . . . .  

Total partnership and S corporation income or (loss). Combine lines 30 and 31. Enter the 
result here and include in the total on line 41 below . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . .  Add columns (9, (h), and (i) of line 29b 

Income or Loss From Estates and Trusts 

(a) Name 33 

A I  
B I  

I (b) Employer identification ('1 txCess 'nciusIon 'Om 

fsee instructions\ 
I Schedules Q, line 2c number (a) Name 

30 
31 ( 1 

32 

(b) Employer 
identification number 

40 
41 

42 

Net farm rental income or (loss) from Form 4835. Also, complete line 42 below . . . . . .  
Total income or floss). Combine lines 26,32,37,39, and 40. Enter the result here and on Form 1 
Reconciliation of farming and fishing income. Enter your gross 
fanning and fishing income reported on Fonn 4835, line 7; Schedule K-1 
(Form 1065), box 14, code B; Schedule K-1 (Form 1 120.53 box 17, code 
U; and Schedule K-1 (Form 1041), line 14, code F (see instructions) . . 
Reconciliation for real estate professionals. If you were a real estate 
professional (see instructions), enter the net income or (loss) you reported 
anywhere on Form 1040 or Form 1040NR from all rental real estate activities 
in which you materially participated under the passive activity loss rules . 

43 

. 1 43 1 

t . . _  . . . .  
(d) Taxable income (net loss) 
from Schedules Q, line 1 b 38 

Schedule E (Form 1040) 2011 

(e) Income from 
Schedules Q, line 3b 





EXHIBIT 4 



For the year Jan. 1Dec. 31,201 1, or other tax year beginning 
Your first name and initial 

,201 1, ending I20 
Last name 

If a joint retum, spouse’s first name and initial Last name 

Home address (number and street). If you have a P.O. box, see instructions. 

C i ,  town or post office, state, and ZIP code. If you have aforeign address. also complete spaces below (see instructions). 

@. no. 

Foreign postal code Foreign country name Foreign provincdcounty 

L 

~~~~~~i~~~ 6a 0 Yourself. If someone can claim you as a dependent, do not check box 6a . . . . .  \ Boxes checked - on 6a and 6b 

See separate instructions. 
Your social security number 

Spouse’s social secur@ number 

A Make sure the SSN(s) above 
and on line 6c are correct. 

Presidential Election Campaign 
Check here it you, OT your spouse if filing 
jointry, want $3 to go to this fund. Checldng 
a box below win not change y w r  tax or 
refund. YOU u ~ p w s e  

(2) Dependent‘s (3) Dependent‘s 
social security number re,ationship to yw 

c Dependents: 
(1) Firstname cast name 

. .  . .  . .  . .  . .  . .  . .  . .  . .  . .  If more than four . .  
I 

Dependents on 6c 
not entered above 

Add numbers on 

dependents, see 
instructions and 
check here Fa 0 

d Total number of exemptions claimed . . . . . . . . . . . . . . . . .  lines above F 

(4) / $child under age 17 
qualifymg for child tax credit lived with you - 

(see instructions) 

on 6c who: 

did not live with 
you due to divorce 
or separation 
(see instructions) - 

0 
n 

Income 

Attach Form(s) 
W-2 here. Also 
attach Forms 
W-2G and 
1099-R i f  tax 
was withheld. 

If you did not 
get a W-2, 
see instructions. 

Enclose, but do 
not attach, any 
payment. Also, 
please use 
F o ~  1040-V. 

Adjusted 
Gross 
Income 

7 Wages, salaries, tips, etc. Attach Form@) W-2 . . . . . . . . . . . .  

b Tax-exempt interest. Do not include on line 8a . . .  
9a Ordinary dividends. Attach Schedule B if required . . 
b Qualified dividends . . . . . . . . . . .  

10 Taxable refunds, credits, or offsets of state and local inco 
11 Alimony received . . . . . . . . . . . . . . . . . . . . .  
12 Business income or (loss). Attach Schedule C or C-E2 . . . . . . . . . .  
13 Capital gain or (loss). Attach Schedule D if required. If not required, check here F 
14 Other gains or (losses). . . . . . . . . .  
15a IRA distributions . b Taxableamount . . .  
16a Pensions and annuities b Taxableamount . . .  
17 Rental real estate, royalties, partnerships, S corporations, trusts, etc. Attach Schedule E 
18 Farm income or (loss). Attach Schedule F . . . . . . . . . . . . . .  
19 Unemployment compensation . . . . . . . . . . . . . . . . .  
20a Social security benefits 20a I b Taxableamount . . .  

c] 

. . . . .  
usiness expenses of resetvists, performing artists, and 

25 Health savings account deduction. Attach Form 8889 . 
26 Moving expenses. Attach Form 3903 . . . . . .  
27 Deductible part of self-employment tax. Attach Schedule SE . 
28 Self-employed SEP, SIMPLE, and qualified plans . . 
29 Self-employed health insurance deduction . . . .  
30 Penalty on early withdrawal of savings . . . . . . .  
31a Alirnonypaid b Recipient‘sSSN F : 
32 IRA deduction . . . . . . . . . . . . .  
33 Student loan interest deduction . . .  . . . .  
34 Tuition and fees. Attach Form 891 7.  . . . . . .  
35 Domestic production activities deduction. Attach Form 8903 

fee-basis government officials. Attach Form 2106 or 2106-E2 

For Disclosure, Privacy Act, and Paperwork Reduction Act Notice, see separate instructions. Cat. No. 11 3208 Form 1040 (2011) 



Form1040(2011) Page 2 

Your signature Date 
Joint retum? See 
insdructions. 

Spouse's signature. If a joint return, both must sign. Date 

~~ 

Tax and 38 Amount from line 37 (adjusted gross income) . . . . . . . . . . . . .  

if: 0 Spouse was bom before January 2,1947, 0 Blind. checked b 39a 
Credits 

Standard L b  If your spouse itemizes on a separate retum or you were a dual-status alien, check here. 
Deduction 

39a Check [ 0 You were born before January 2,1947, 0 Blind. ] Total boxes 

3 

Your occupation Daytime phone number 

Spouse's occupation If the IRS sent you an Identity Protection 
PIN, enter it 
here(seeinst.) I I I I I 

for- 
* People who 
check any 
box on line 
39a or 39b or 
who canbe 
claimed as a 
dependent, 
see 
instructions. 

All others: 
Single or 
Married filing 
separately, 
$5,800 
Married filing 
jointly or 
Qualifyin 
widow@$, 
$1 1,600 
Head of 
household, 
$8.500 

PrinVType preparer's name Preparer's signature 
Paid 

40 
41 
42 
43 
44  
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 

PTlN 
Check oif 
self-employed 

Date 

. . . . . . . . . . . . . . . . . . .  
. . . . . . . . . . .  

Tax (see instructions). Check if any from: a C1 Form(s)8814 b 0 Form 4972 c 962 election 
Alternative minimum tax (see instructions). Attach Form6251 . . . . . . . . .  

Itemized deductions (from Schedule A) or your standard deduction (see left margin) 
Subtract line 40 from line 38 
Exemptions. Multiply $3,700 by the number on line 6d. 
Taxable income. Subtract line 42 from line 41. If line 42 is more than line 41, enter -0- . 

. . 

. 

Finn's address b 

Add lines 44 and 45 
Foreign tax credit. Attach Form 11 16 if required . . . .  

Education credits from Form 8863, line 23 

Child tax credit (see instructions) . . . . . . . .  

. . . . . . . . . . . . .  

Credit for child and dependent care expenses. Attach Form 2441 

Retirement savings contributions credit. Attach Form 8880 

Residential energy credits. Attach Form 5695 
Other credits from Form: a 0 3800 b 0 8801 

. . . . .  

. . . .  
c 0 

Phone no. 

Add lines 47 through 53. These are your total credits . . . . . . . . . . . .  
Subtract line 54 from line 46. If line 54 is more than line 46. enter -0- . . . . . . .  55 I 

Other 
Taxes 

56 
57 
58 
59a 

b 
60 

Self-employment tax. Attach Schedule SE . . . . . . . . . . . . . . .  
Unreported social security and Medicare tax from Form: a 0 4137 b 0 8919 . . 
Additional tax on IRAs, other qualified retirement plans, etc. Attach Form 5329 if required . . 
Household employment taxes from Schedule H 
First-time homebuyer credit repayment. Attach Form 5405 if required 

. . . . . . . . . . . . . .  
. . . . . . . .  

qiaiifying 
child, attach 
Schedule EIC. 

56 I 

201 1 estimated tax payments and amount applied from 201 0 retum 

b Nontaxable combat pay election 

65 Additional child tax credit. Attach 
66 American opportunity credit from Form 8863, line 14 . . .  
67 First-time homebuyer credit from Form 5405, line 10 . . .  
68 Amount paid with request for extension to file . . . . .  

Amount 76 Amount YOU owe. Subtract line 72 from line 61. For details on how to Dav. see instructions b I 76 I 





ATTACHMENT A 



April 20, 2012 WATER UTI LlTY INDUSTRY 1773 
I I 

I INDUSTRY TIMELINESS: 38 (of 98) I It has been business as usual for most in the 
Water Utility Industry in recent months. There 
hasn’t been any major developments to speak of 
since our January review, and the stocks here 
have been more or less holding steady, trading on 
company-specific fundamentals. 

Still, nearly all of those in this space continue to 
deal with increasing infrastructure needs. Many 
water systems in the United States are well-aged, 
and are decaying, thus requiring greater atten- 
tion. Most utilities do not have the finances to 
meet these needs, though, and are having to seek 
out help from outsiders. 

Most industry regulators appear to be doing 
their best to aid water providers, with recent rate 
case rulings having been far more favorable than 
in the past. The regulatory climate will undoubt- 
edly remain a key determinant to this sectors 
success in light of the hundreds of billions of 
dollars that will be needed for maintenance and 
systems repair. 

Still, even with a more favorable regulatory 
environment in place, the expected financing 
costs required will likely remain a drag on the 
industry’s growth prospects. This makes timely 
investments usually hard to come by here. 

Industry Backdrop 
Water providers are responsible for the safe and 

timely delivery of water to millions of people each day. As 
a result, those operating in this space are just  as 
important as the liquid they provide itself. Population 
growth ought t o  support healthy demand for the foresee- 
able future. 

And, although purification and distribution standards 
are strict, utilities have been riding the wave of im- 
proved regulatory climate. Indeed, state regulatory 
boards, which are also responsible for, among other 
things, keeping the balance of power between providers 
and customers, have been far more business friendly in 
recent memory. This is extremely important given that 
these boards are required to review and rule on general 
rate case requests submitted by providers looking to 
recover costs incurred during distribution. As costs of 
doing business have swelled, so to has their importance 
to the livelihoods of many operating in this group. 

Rising Costs of Doing Business 
As time goes by many already aging water infrastruc- 

Composite Statistics: Water Utility Industry 

tures grow older and need repair, or perhaps complete 
overhauls. These costs have soared into the hundreds of 
millions of dollars and are not likely to subside anytime 
soon, without repercussions. A more business-friendly 
regulatory environment is offsetting some of the burden, 
but expenses related to doing business are eating away 
at profit margins. 

Meanwhile, most that operate in this are cash possess 
balance sheets that are highly leveraged, and cash on 
hand is typically light. External financing has become 
commonplace, but financial constraints still limit poten- 
tial, particularly via acqusition. 

Conclusion 
True, timely issues do not normally litter this group. 

Infrastructure and maintenance costs have historically 
hampered earnings growth rates. We do not envision 
much changing despite what appears to be a far better 
regulatory landscape. The costs of providing safe and 
timely water distribution is just  too lofty, and is likely to 
only continue rising. Indeed, providers are now facing 
stricter EPA laws due to the increased threat of terror- 
ism. That said, there are a couple of stocks that buck the 
trend and that are favorably ranked for Timeliness. 
American States Water and American Water Works both 
score above average rankings for appreciation potential 
for the coming six to 12 months. Each has been able to 
keep costs in check, while reaping the benefits of in- 
creased rate awards. This is not sustainable in our 
opinion, however, and we believe that growth potential 
will fall in line with the group looking further out. 

Many investors may be enticed by the groups lofty 
dividend, as the stocks in this group offer above average 
yields. But, income-minded investors have far better 
alternatives, specifically in the Electric Utilities space. 
Plus, although not highly likely, we ponder whether the 
aforementioned capital constraints and weak balance 
sheets may force company’s to temper current payout 
policies. If so, the industry’s prospects would sink fur- 
ther. 

Andre J. Costanza 

Water Utility 
RELATIVE STRENGTH (Ratio of Industry to Value Line Comp.) 

48.0% 44.9% 54.5% 45.5% 47.5% 49.00h ComrnonEquity Ratio 51.0.h 
13063.6 114017.6 114724.2 114846.3 I 15425 1 fa75 I Total Capital (Smill) I 17575 
15977.3 16910.7 17868.5 18089.9 18975 19925 Net Plant (Smill) 22200 

4.5% 4.4% 4.9% 5.0% 5.5% 5.5% Return on Total Cap’l 7.0% 
6.1% 6.5% 7.7% 8.5% 8.5% 8.5% Return on Shr. Eauity 9.5% . .  
6.1% 6.5% 7.7% 8.5% 8.5% 8.5% Return on Corn Equity 9.5% 
3.0% 1 2.1% I 3.1% I 3.5% I 3.5% 1 3.5% I Retained to Com Eq I 4.0% 
51% 68% 60% 57!! 55% I 54% All DidstoNet Prof 52% 
20.7 19.3 17.3 Avg Ann’l PIE Ratio 21.0 
1.25 1.29 1.10 1.40 

25% 35% 34% Avg Ann7 Div’d Yield 2.8% I 

600 
500 

400 

300 

2 0 0  

100 
2006 2 0 0 7  2008 2 0 0 9  2010 2 0 1 1  2 0 1 2  

Index: June, 1967 = 100 



11.37 11.44 11.02 12.91 12.17 13.06 

;:;: I ;:: I ::: I :::: I :::: I :::: 13.78 
2.54 
1.34 
.87 

2.68 
14.05 
15.18 
18.3 
1.00 

3.6% 
209.2 
20.3 

38.9% 

.84 1 .82 1 
.83 1 .ffi 1 .86 I .87 

2.40 2.58 3.11 4.30 3.03 3.18 
11.01 11.24 11.48 11.82 12.74 13.22 
13.33 13.44 13.44 13.44 15.12 15.12 

13.98 13.61 14.06 15.76 17.49 18.42 19.48 21.41 22.24 22.65 2x95 Revenuespersh 27.a 
2.08 2.23 2.64 2.89 3.31 3.37 3.40 4.23 4.26 4.30 4.60 "CashF1ow"persh 5.76 
.78 1.05 1.32 1.33 1.62 1.55 1.62 2.22 2.23 220 240 Earningspersh A 281 
.88 .89 .90 .91 .96 1.00 1.01 1.04 1.10 1.16 7.22DiidDecl'dpershS. 7.3, 

3.76 5.03 4.24 3.91 2.89 4.45 4.18 4.24 4.26 4.45 4.70Cap'lSpendingpersh 5.71 
13.97 15.01 15.72 16.64 17.53 17.95 19.39 20.26 21.68 22.50 23.45 BookValuepersh 2571 
15.21 16.75 16.80 17.05 17.23 17.30 18.53 18.63 18.85 79.00 19.20 CommonShsOutsrg 79.61 
31.9 23.2 21.9 27.7 24.0 22.6 21.2 15.7 15.7 ~ohffigmsare Avg Ann'lPiERatio f9.L 
1.82 1.23 1.17 1.50 1.27 1.36 1.41 1.124 1.01 RdativePIERatio 1.r 

3.5% 3.6% 3.1% 2.5% 2.5% 2.9% 2.9% 3.0% 3.096 cs'i"arcs Avg Ann'l Div'd Yield 2.6% 

212.7 228.0 236.2 268.6 301.4 318.7 361,.0 398.9 419.3 430 460 Revenues ($mill) 54! 
11.9 16.5 22.5 23.1 28.0 26.8 29.5 41.4 42.0 42.0 46.0 NetProa(tmil1) 55.1 

43.5% 37.4% 47.0% 40.5% 42.6% 37.8% 38.9% 43.2% 41.7% 42.5% 420% IncomeTaxRate 40.0% 

5.8% 5.5% 5.0% 4.2% 4.2% 3.9% 
:APITAL STRUCTURE as of 12/31/11 
rota1 Debt $341.0 mill. Due in 5 Yrs $281.0 mill. 
.T Debt $340.7 mill. LT Interest $24.0 mill. 
LT interest earned: 5.5~: total interest 
nverage: 5.2~) (45% of Cap?) 

.eases, Uncapitalized: Annual rentals $3.3 mill. 

'ension Assets-12/11 $92.9 mill. 

Yd Stock None. 

:ommon Stock 18,848,158 shs. 
1s of 3/OB/I 2 
MARKET CAP. $650 million (Small Cap) 
ZURRENT POSITION 2009 2010 12131Hi 

:ash Assets 1.7 4.2 1.3 
94.3 200.8 164.3 m e r  

Zurrent Assets 96.0 205.0 165.6 

Oblig. $146.1 mill. 

(SHILL) 

--- 

.. 
52.0% 
48.0% 
444.4 
563.3 
6.5% 

kcts Payable 33.9 36.2 37.9 
3ebt Due 18.1 61.3 .3 

47.7 81.3 66.2 %her 
Surrent Liab. 99.7 178.8 104.4 

--- 

.- _ _  .- 12.2% 8.5% 6.9% 3.2% 5.8% 5.8% 5.0% 5,O%AFUDC%toNetProf~ 5.051 
52.0% 47.7% 50.4% 48.6% 46.9% 46.2% 45.9% 44.3% 45.4% 44.0% 42.0% Long-Term Debt Ratio 37.0% 
48.0% 52.3% 49.6% 51.4% 53.1% 53.8% 54.1% 55.7% 54.6% 56.0% 58.0% Common Equity Ratio 63.0% 

M12.3 664.2 713.2 750.6 776.4 825.3 866.4 855.0 896.5 940 985 NetPlant($nill) 7081 
4.6% 5.2% 5.4% 6.0% 6.7% 6.4% 5.9% 7.6% 6.0% 7.0% 7.5% Returnonlotal CaD'I 8.0% 

442.3 480.4 532.5 551.6 569.4 577.0 665.0 677.4 749.1 755 770 Total Capital ($mill) 80! 

9.5% 
9.5% 
3.3% 
65% 

5.6% 6.6% 8.5% 8.1% 9.3% 8.6% 8.2% 11.0% 10.3% 9.5% 10.0% ReturnonShr.Eq& 17.0% 
5.6% 6.6% 8.5% 8.1% 9.3% 8.6% 8.2% 11.0% 10.3% 9.5% ?O.D%RetumonComEquity 77.0% 
NMF 1.0% 2.8% 2.796 3.9% 3.1% 3.2% 5.8% 5.2% 4.5% 5.0% Retained to Corn Eq 5.5% 
113% 84% 67% 67% 58% 64% 61% 47% 49% 53% 51% AllDiv'dstoNetProf 48% 

Gal- 
endar 
2009 
2010 
2011 
2012 
2013 
Cab. 

endar 
2009 
2010 
2011 
2012 
2013 
Gal- 

endar 
2008 
2009 
2010 
2011 
2012 
4) Primary 

QUARTERLY REVENUES (S mill.) FUII 
Year 

79.6 93.6 101.5 86.3 361.1 
88.4 95.5 111.3 103.7 398.! 
94.4 109.8 119.9 95.2 419.: 
95.0 110 720 705 430 
105 720 730 705 460 

EARNINGS PER SHARE A FUII 
Mar.31 Jun.30 Sep.30 Dec.31 Year 

.28 .64 .52 .18 1.62 

.45 .47 .62 .71 2.22 
.37 .68 .83 .35 2.23 
.40 5 5  .75 .40 2.20 
.45 .70 .80 .45 2.40 

QUARTERLY DIVIDENDS PAID B. FUII 
Mar.31 Jun.30 Sep.30 Dec.31 Year 

,250 ,250 ,250 ,250 1.00 
,250 ,250 .250 ,260 1.01 
260 ,260 ,260 ,260 1.04 
,260 ,280 ,280 ,280 1.10 
7t7n 

earnings. Excludes nonrecurring due 

Mar.31 Jun. 30 Sep. 30 Dec. 31 

BUSINESS: American States Waler Co. operates as a holding ers in the city of Big Bear Lake and in areas of San Bemardin, 
company. Through its principal subsidiaty, Golden State Water County. Sold Chaparral City Water of Arizona (6111). Has 703 ern 
Company, it supplies water to more than 250,000 customers in 75 ployees. officers & directors own 2.9% of common stodc (411' 
communities in 10 counties. Service areas include the greater Proxy). Chairman: Lloyd Ross. President & CEO: Robert J 
metropolitan areas of Los Angeles and Orange Counties. The com Sprow(s. Inc: CA. Addr. 630 East Foothill Boulevard, San Dimas 
pany also provides electric utility services to nearly 23.250 custom CA 91773. Tel: 909-394-3600. Internet: w.aswater.com. 

rounding. 
vidends historically paid in early March, 
September, and December. = Div'd rein- 
snt dan available. 

American States Water's bottom line 
advanced marginally in 2011, to $2.23 
a share, a less than 1% increase from the 
previous year. As the company is wrapping 
up its last year with its current rate cycle, 
we anticipate earnings slipping a bit in 
2012. before bouncing back in 2013. a re- 
sult of rate increases and a more favorable 
regulatory environment. 
The Golden State Water's 2013-2015 
general rate case continues, with the 
Division of Ratepayer Advocate filing 
testimony in early February. The DRA 
recommended authorization of 34%. 54%, 
and 58% of all revenue requests for 2013, 
2014, and 2015. Investors should note that 
this case is the company's first to cover all 
three water districts, as well as the corpo- 
rate oftke. The subsidiary filed a request 
in June, 2011, for revenue increases of 
$31.3 million, $8.9 million, and $10.8 mil- 
lion for 2013. 2014. and 2015, respectively. 
Management has mentioned an increased 
rate base, as well as declining water sales 
(which leads to a gap in actual collections 
and those needed to cover costs) as the pri- 
mary reasons for the filing. The ruling is 
antichated bv the end of October. and a 

(C) In millions, adjusted for split. Company's Financial Strength B++ 
Stock's Prlce Stability 90 
Price Growth Persistence 60 
Earninas Predictabilitv 85 

favorable settlement would considerably 
boost the top and bottom lines until mid- 
decade. 
The California cost of capital proceed- 
ing remains the company's main 
focus. I t  is likely that the utilities will re- 
ceive a 9.99% allowed ROE, with Golden 
State Water's equity layer increasing to 
55% (from 51%). The final decision is ex- 
pected to come by the end of April, and, ij 
unfavorable, American States Water and 
its peers will quite likely push for a fully 
litigated proceeding, extending the case to 
the end of 2012. 
The company is expanding into 
several nonregulated areas, with mili- 
tary bases being the main focus. The 2012 
National Defense Authorization Act 
(signed into law December, 2011) partially 
removes the complicated regulations sur- 
rounding the bidding process, which were 
the company's biggest obstacles. As a re- 
sult. expansion into this area should begin 
by yearend. 
There are better options in the indus- 
try, as the equity's appreciation potential 
and dividend yield are inferior to its peers. 
Sahana Zutshi April 20, 2011 
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(E) 
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IEF 17,551E~10 19,3(Medim:21.0) Trailing: 20.4 CALIFORNIA WATER N Y S E ~ ~  
4 Lnvered3191,t High: 14.3 13.4 15.7 19.0 21.1 22.9 22.7 23.3 24.1 

Low 11.4 10.2 11.8 13.0 15.6 16.4 17.1 13.8 16.7 
;MEW 3 inwPrpA7nm , m L s  ' 
.- ̂ .....̂ .. 1 

RELATIVE mwno 1.2916 3,6%m 
Target Price Range 
2015 I2016 12017 

19.8 19.4 19.3 
16.9 16.7 11.5 

1.25 1.46 1.30 1.37 1.26 1.10 
.75 1 .92 1 .73 1 .77 I .66 1 .47 

tal- QUARTERLY REVENUES (I 
endar Mar.31 Jun.30 Sep.30 Dec.31 
2009 86.6 116.7 139.2 106.9 
2010 90.3 118.3 146.3 105.5 
2011 98.1 131.4 169.3 103.0 
2012 105 140 178 117 
2013 110 I50 I85 125 
tal- EARNINGS PER SHARE* 

endar Mar.31 Jun.30 Sep.30 Dec.31 
2009 .06 .29 .47 .16 
2010 .05 2 5  .49 .12 
2011 .03 2 9  .50 .04 
2012 .OS .30 5 2  . I3 
2013 .07 32 .55 .16 
Gal- QUARTERLY DMDENDS PAD B. 

endar Mar.31 Jun.30 Sep.30 Dec.31 
2008 .I47 .147 ,147 ,147 
2009 ,148 ,148 ,148 ,148 
2010 ,149 ,149 ,149 .I49 
2011 ,154 ,154 ,154 ,154 
2012 ,1575 

ju 1 .S3 I 1:$ 1 .51 1 .55 1 .56 
1.41 1.30 1.72 1.23 2.04 
6.11 6.50 6.69 6.71 6.45 6.48 

2 .24 25.24 25.24 25.87 30.29 30.36 

FUII 
Year 

449.4 
460.4 
501.8 
540 
570 

~ ~ 1 1  
Year 

.98 

.91 

.86 
1.00 
1.10 

FUII 
Year 

.59 

.59 

.60 

.62 

1.39 
5.8% 4.6% 4.2% 4.0% 4.3% 4.4% 

:APITAL STRUCTURE as of 12/31111 
btal Debt $535.3 mill. Due in 5Yrs $46.5 mill. 
-T Debt $481.6 mill. LT Interest 532.5 mill. 
:LT interest earned: 3.4~; total int cov.: 2%) 

(52% of Cap'l) 
'ension Assets-12/11 $155.7 mill. 

Pfd Stock None 

Common Stock 41,817,032 shs 
IS of 2122112 

MARKET CAP $725 million (Small Cap) 
CURRENT POSITION 2009 2010 12/31/11 

Cash Assets 9.9 42.3 27.2 
82.3 83.9 86.7 %her 

Current Assets 92.2 126.2 113.9 

Oblig. $346.3 mill. 

(SHILL) 

--- 

idends historically paid in late Jan., 

>le. 
M y ,  and Oct = Div'd reinvestment plan 

Rccts Payable 43.7 39.5 48.9 
Debt Due 25.0 26.1 53.7 

41.7 41.7 49.3 
Current Liab. 110.4 107.3 151.9 

--- M e r  

C) Ind. deferred charges. In '1 1: $2.2 mill., B+ 

(D) In millions. adjusted for splits. Price Growth Persistence 60 
IE) Exdudes non-rea. rev. Earninas Predictabilifv 90 

Company's Financial Strength 
QO.O5/sh. Stock's Price Stability 90 )O, (4$); '01, 2$; '02,4$; '11,4$.  ne^ eam- 

igs report due early May. 

I I I I I * l & g  
I I I I ...,. 

r 

BUSINESS: California Water Service Group provides regulated and breakdown, '1 1: residential, 73%; business, 18%; puMic authwities, 
nonregulaled water service to mughly 471,900 customers in 83 5%; industrial, 4%. '11 reported depreciation rate: 27%. Has 
communities in California, Washington, New Mexico. and Hawaii. roughly 1,132 employees. Chairman: Robert W. Foy. President & 
Main service areas: San Francisco Bay area, Sacramento Valley, CEO: Peter C. Nelson (4111 Proxy). Inc.: Delaware. Address: 1720 
Salinas Valley, San Joaquin Valley 8 parts of Los Angeles. Ac- North First Street, San Jose, California 951124598. Telephone: 
wired Rio Grande Corn; West Hawaii Utilities (9108). Revenue 408-367-8200. Internet: www.catwaterarouo.com. 
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.94 I 1.02 I 1.02 I 1.19 I .99 I 1.18 

6.m 
9.6% 
9.8% 
1.3% 
87% 

1.20 I 1.15 I 1.28 I 1.33 1 1.33 I 1.49 I 1.53 I 1.40 I 1.55 I 1.52 I 1.70 I 1.90 1"CashFlow"wrsh I 2.30 

5.0% 5.1% 5.0% 5.1% 5.6% 5.8% 5.0% 5.7% 5.3% 6.0% 6.5%ReturnonTotalCap'l 7.5% 
7.9% 8.5% 8.2% 7.5% 8.6% 8.6% 7.0% 8.1% 7.5% 8.5% 9.0% Return on Shr. Equity 11.0% 
8.0% 9.0% 8.6% 7.8% 8.7% 8.9% 7.0% 8.2% 7.6% 8.5% 9.0% Returnon ComEquity 11.0% 
NMF .9% 5% 1.3% 1.8% 2.0% .I% 2.1% 1.1% 20% 25XRetainedtoComEq 4.0% 

106% 90% 94% 84% 79% 78% 98% 75% 85% 78% 71% AIIDiv'dstoNetProl 64% 

.M) .67 .71 .76 .51 .66 

.S5 .57 .58 .60 .61 .62 

.73 1.20 2.68 2.33 1.32 1.25 
5.85 6.W 6.80 6.95 6.98 7.11 
8.41 8.54 9.82 10.00 10.11 10.17 
14.4 13.4 15.2 17.6 28.7 24.6 
.go .n .79 1.00 1.87 1.26 

Gal- QUARTERLY REVENUES (f mill.) 
endar Mar.31 Jun. 30 Sep. 30 Dec. 31 
2009 20.6 23.1 25.5 22.0 

6.4% 1 6.3% I 5.4% I 4.4% 1 42% I 3.8% 
CAPITAL STRUCTURE as of 12/31/11 
rotal Debt $136.7 mill. Due in 5 Yrs $25.0 mill. 
LT Debt $132.1 mill. LT Interest $6.0 mill. 
(LT interest mverage: 4.5~) 

Pension Assets-12/11 $32.2 mill. 

Pfd Stock $3.4 mill. Pfd Div'd $.2 mill. 

(43% of Cap'l) 

Oblig. $56.2 mill. 

FUII 
Year 

91. 

Common Stock 15,703,480 shs. 
as of 3105112 

MARKET CAP: $275 million (Small Cap) 
CURRENTPOSITION 2009 2010 12/31/11 

2010 
2011 
2012 
2013 
Cat- 

endar 
2009 
2010 
2011 
2012 
2013 

cat- 
endar 
2008 
2009 
2010 
2011 
2012 

4.3 2.5 3.1 Cash Assets 
17.7 20.3 19.8 M h w  

Current Assets 22.0 22.8 22.9 

(SHILL) 

--- 

21.6 26.5 29.6 25.0 102. 
24.0 26.1 28.7 23.3 102. 
25.0 27.0 31.0 27.0 110 
28.0 28.0 32.0 27.0 115 

EARNINGS PER SHARE A FUII 
Year 

.10 .21 2 9  .I2 .72 

.I1 .31 .37 .17 .96 
.17 2 3  .32 .12 .84 
.f7 .24 .35 .19 .95 
.20 .27 3 7  .21 1.05 

QUARTERLY DIVIDENDS PAlD B. F U I ~  
Mar.31 Jun:30 Sep.30 Dec.31 Year 

.I75 ,175 .I75 .I78 .70 

.178 .178 ,178 ,180 .71 

.I80 ,180 .I80 183 .72 
.I83 ,183 .I83 ,185 7 3  
.185 

Mar.31 Jun. M Sep. 30 Dec. 31 

&ccts Pavable 4.3 6 4  5.7 

vailable. 
millions, adjusted for splits. 
itangible assets in 2011. $8 2 million. 

Debt Due' 3.7 4.4 4.6 
527 29.9 364 Other 

Current Liab 607 407 46.7 
--- 

$0.55 a share. 

Fix. Chg. Cov. 
ANNUAL RATES 

325% 400% 380% 
Past Past Est'd '09-'li 

Dfchange(pwsh) IOYrr. 5%. to'15.'17 

"Cash Flow" 3.5% 3.5% 6.5% 
Earnings 2.5% 4.5% 5.5% 
Dividends 2.0% 1.5% 1.5% 
Book Value 4.5% 5.5% l.P? 

Revenues 3.0% 1.5% 3.5% 

arly June. 

kav. Aua.. and November.. Div'd reinvestment 

.73 .61 .73 .71 .82 .87 89 .72 .96 .84 .95 1.05 Earningspersh A 1.25 

.63 .65 .66 .67 .68 .69 .70 .71 .72 .73 .74 .75 Div'd Ded'd persh .80 
1.59 1.87 2.54 2.18 2.31 $66 2.12 1.49 1.90 1.50 1.80 215 Cap'l Spendingpersh 260 
7.39 7.60 8.02 8.26 9.52 10.05 10.03 10.33 11.13 11.27 11.25 11.35 BookValuepersh 11.40 

10.36 10.48 11.36 11.58 13.17 13.25 13.40 13.52 15.57 15.70 16.00 16.25 CommonShsOutst'g C 17.25 
23.5 30.0 26.4 27.4 22.7 21.6 19.8 21.0 17.8 21.9 ~ o ~ f i g ~ t r s r a ~  Avg Ann'l PIERatio 17.0 
1.28 1.71 1.39 1.46 i.23 1.15 1.19 1.40 1.13 1.32 RelativePIERatio 1.15 

4 1. 9 

10.36 10.48 

.73 

.66 
-ET 

8.02 
11.36 
26.4 
1.39 

- 
- 

.71 

.67 
2.18 
8.26 

11.58 
27.4 
1.46 

- 
- 
- 

1.15 

89 
.70 

2.12 
__ 

10.03 
13.40 
19.8 
1.19 

- 
- 

.72 

.71 
1.49 
- 

10.33 
13.52 
21.0 
1.40 

- 
__ 

.96 

.72 
1.90 
_. 

11.13 
15.57 
17.8 
1.13 

_. 

- 

4 1.50 

11.27 
::I l:: 

1.80 215 

Earnings per sh A 

Div'd Ded'd per sh 
Cap'l Spending per sh 

11.25 11.35 BookValuepersh 
16.00 16.25 CommonShsOutst'g C 

- i z i & G T w  
"a'uefine Relative PIE Ratio 

1.25 
.80 

2 60 
11.40 
17.25 
17.0 
1.15 

- 
- 
- 

3.7% 1 3.5% I 3.4% I 3.5% 1 3.7% I 3.7% 1 4.0% 1 4.7% I 4.2% I 4.2% 1 esH?ter \AvaAnn?Diiv'dYield 1 4.3% 
61.9 I 64.1 I 71.0 1 74.6 I 81.1 I 86.1 I 91.0 I 91.2 I 102.7 I 102.0 I 110 I 115 lRevenues($mllll I 145 
7.8 1 6.6 I 8.4 I 8.5 1 10.0 1 11.8 1 12.2 I 10.0 1 14.3 I 13.5 1 15.0 1 17.0 (NetProfd(Smil1) 1 21.5 

I 32.0% 33.3% 1 32.8% I 31.1% I 27.6% I 33.4% 1 32.6% I 33.2% I 34.1% I 32.1% I 32.5% I 320% I 32.0% llncomeTaxRate 

I 366.3 I 376.5 I 405.9 I 

should give the company considerable lev- 
erage for its next New Jersey general rate 
case, which is  scheduled for 2014. Should 
the ruling be favorable, the top and bottom 
lines are likely to  receive a considerable 
boost from mid-decade on. 
Strong cost control should work to lift 
earnings, as well. Middlesex has been 
working on making its various segments 
leaner and more cost efficient in order to 
combat the decline in water consumption. 
To this end, operations and maintenance 
expenses have been most heavily targeted, 
and were down 3% year over year. That 
said, we remain concerned that going for- 
ward these efforts might not be enough to 
combat the rising costs from employee 
healthcare and post-retirement benefit 
plans. which show no sign of abating in 
the future. 
Investors will find better options else- 
where, as  this equity is currecently trad- 
ing within our Tar et Price Range. How- 
ever, the stock's atove-average dividend 
yield, combined with the strong likelihood 
of rising payouts, should interest income 
investors. 
Sahana Zutshi April 20, 2012 

Company's Financial Strength B+ 

Price Growth Persistence 30 
Stock's Price Sdablllty 95 

Earninas Predictabilitv a5 
. I  
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1996 
5.39 
1.43 

.43 I 
.65 I .E4 I .88 I 2.15 I 

.% 1 .% I .E8 I 1.04 
5.7% 4.3% 3.9% 3.0% 2.1% 30% 3.4% 3.5% 3.0% 

1997 1998 1999 2000 2001 2002 2003 2004 
5.79 5.58 6.40 6.74 7.45 7.97 8.20 9.14 
1.27 1.26 1.43 1.23 1.49 1.55 1.75 1.89 

CAPITAL STRUCTURE as of 12/31/11 
Total Debt $34.6 mill. Due in 5 Yrs $8.8 mill 

~~. ~ ~ . .  ~ . 

Common Stock 18.618.265 shs. 9.3% 10.0% 8.7% 
as of 2/8/12 3.8% 4.7% 3.6% 

59% 53% 58% MARKET CAP: $450 million (Small Cap) 
CURRENTPoSITIDN ($MIL.) 2009 2010 12/31H1 BUSINESS: SJW 

LT Debt $343.8 mill. 
(LT interest earned: 3.0~: total interest 
cwerage: 2.8~) (57% of Cap'l) 

LT Interest $19.7 mill. 

Corporation engages in the production, pur- Austin, Texas. The company offers nonregulated water-related 

I 145.7 I 149.7 I 166.9 

2005 
9.86 
221 

Leases, Uncapltalied Annual rentals $4.5 mill. 58.3% 54.4% 56.3% 
263.5 306.0 328.3 
390.8 428.5 456.8 Pension Assets-IZII $62.8 mill. 

Pfd Stock None. 
9.3% 10.0% 8.7% 

Dblig. $123.9 mill. 

2006 2007 2008 2009 2010 2011 2012 2013 ~ V A L U E U N E P ~ R U C ~ '  
1035 11.25 12.12 11.68 11.62 1286 7250 7260 Revenuespersh 13.70 
2.38 230 2.44 2.21 238 280 275 285 Cash Flow"~ersh 3.10 

1.12 
.53 

2.83 

1.19 1.04 1.08 31 .&I 1.11 7.75 7.20Earningspe;shA 1.40 
.57 .61 .65 .66 .68 .69 .74 .78 D i d  Oed'd per sh B. .86 

3.87 6.62 3.79 3.17 5.65 3.75 4.00 4.75 C a d  SDendina ~ e r s h  3.70 
10.72 
18.27 
19.7 
1.05 

2.4% I 2.0% 1 1.7% 1 2.3% 1 2.8% I 2.8% 2.9% 1 1 Avg Ann'l D i i d  Meld 1 23% 
180.1 I 189.2 I 206.6 I 220.3 I 216.1 1 215.6 I 239.0 1 250 I 265 IRevenues ($mill) I 375 

12.48 12.90 13.99 13.66 13.75 14.20 75.25 1670 BookVHlue6;h 77.15 
18.28 18.36 18.18 18.50 18.55 18.59 20.00 27.00 CommonShsOutst'g C 23.00 
23.5 33.4 26.2 28.7 29.1 21.2 Boldflgwes are Avg Ann'lPIERatio 25.5 
1.27 1.77 1.58 1.91 1.85 1.34 yplu*uns RelativePIERatio 7.70 

20.7 I 22.2 I 19.3 I 20.2 I 15.2 I 15.8 I 20.9 I 23.0 I 250 (NetPmffi(Cill) I 32.0 
1 39.0% 41.6% I 40.8% 1 39.4% 1 39.5% 1 40.4% 1 38.8% 1 41.1% 1 40.0% I 39.o"h IlncomeTaxRate 

1.6% 
42.6% 
57.4% 
341.2 

2.1% 2.7% 2.3% 2.0% 2.0% 3.0% 5.0% 5.W AFUDC X toNetPmffi 
41.8% 47.7% 46.m 49.4% 53.7% 56.6% 53.0% 53.0% LongTerm DeMRatio 
58.2% 52.3% 54.0% 50.6% 46.3% 43.4% 47.0% 47.0% CmmonEquily Ratio 
391.8 453.2 470.9 499.6 550.7 607.8 650 705 Total CaDitalfhilll 

484.8 1 541.7 1 645.5 I 684.2 I 718.5 I 785.5 I 756.2 I 870 I 875 lNetPlant(Snh) ' 
7.6% 

10.6% 
10.6% 
5.6% 

5.0% 
52.0% 
48.0% 

7050 
7.0% 5.7% 5.8% 4.4% 4.3% 5.0% 5.0% 5.0% Return onTotal Cap'l 5.5% 
9.7% 8.2% 8.0% 6.0% 6.2% 7.9% 7.5% 7.5% Return on Shr. Equity 8.0% 
9.7% 8.2% 8.0% 6.0% 6.2% 7.9% 7.5% 7.5% Return on Com Equity 8.0% 
5.2% 3.5% 3.3% 1.2% 1.2% 3.1% 2.5% ZS%RetainedtoComEa 3.0% 

Cash Assets 1.4 1.7 26.7 
Other 26.6 36.3 42.2 
Current Assets 28.O 38.O 68.9 
Accts Payable z:: 2': 7:i 

20.1 
Debt Due 
Other 
Current Liab. 32.0 29.2 28.3 
Fix. Chg. cov. 352% 400% 250% ~ 

ANNUALRATES Past Past Est'd'09-'11 
d*angebrsh) 5:'& 
Revenues 
**Cash~low" 6.0% 2.5% 4.036 
Earnings 2.0% -3.0% 7.0% 

Dividends 55:;; 2:;;; !j$i Book Value 

Cab QUARTERLY REVENUES (s fin.) Full 
endar Mar31 Jun.30 SeP.30 D e C . 3 1  Year 
2009 40.0 58.2 69.3 48.6 216.1 
2010 40.4 54.1 70.3 50.8 215.6 
2011 43.7 59.0 73.9 6Z4 Z9.0 

-__ . -  

:::; !;: !::; ig 
Cal- EARNwGSPERSHAREA Full 

endar Mar.31 Jun-30 Sep.30 Dec.31 Year 
2009 .01 .23 .43 .I4 .81 
*ole 2 4  .ll 
2011 .03 .29 .35 

2012 .04 .32 1:; :;: ;:$ 2013 .OS .33 
Gal- QUARTERLYDMDENLSPAlD8. Full 

endar Mar3' Jun30 Sep30 Dec.31 Year 
2008 .16 .I6 .16 .16 .64 
2009 ,165 ,165 ,165 ,165 66 
2010 .17 .I7 .I7 .@ 
2011 " - 2 -  .173 ,-.-.- .173 .69 

47% I 46% 57% I 59% I 80% I 80% I 61% I 64% I 66% /AllDiv'dstoNetPrif 1 62% 

chase. storage, purification, distribution. and retail sale of water. It- services, including water system operations, cash remittances, and 
pmvides water service to approximately 226,000 connections that maintenance contract services. SJW also owns and operates corn- 
serve a population of appmximalely one million people in the San mercial real estate investments. Has 375 empioyees. Chairman: 
Jose area and 8,700 connections that serve approximately 36,OW Charles J. Toeniskoelter. Inc.: CA. Address: 110 W. Taylor Street, 
residents in a service area in the region between San Antonio and San Jose, CA 951 10. Tel.: (408) 2797800. In tw .s jwa te r .m .  

SJW Corp. closed out 2011 in swim- lars. However, cash flow from operations 
mingly good fashion. The water utility does not come close to covering the costs, 
trounced both top- and bottom-line ex- and the company's finances are far from 
pectations, posting 23% revenues growth, adequate enough on their own. Outside 
while more than tripling earnings in the funding will almost definitely be required, 
fourth quarter. Rate increases. coupled but the additional shares andor  debt of- 
with retroactive rate relief. played a big ferings needed to foot the bill come a t  a 
role, but the company also did a great job cost. and will dilute gains for the foresee- 
of keeping costs in check. able future. As a result, we see earnings 
That said, we look for momentum to growth further remaining tough to come 
slow considerably this year. Although by in 2013 and thereafter regardless of ad- 
top-line growth is expected to remain ditional regulatory wins. 
healthy, we believe that the pace set in the This stock holds little appeal at this 
most recent quarter is unsustainable. SJW time. True, its dividend is impressive a t  
filed its general rate case for the 2013- first blush. However, there are far better 
2015 time frame a few months back, but a choices on the market for the income- 
decision will probably not be made until minded. Plus, we worry that the aforemen- 
the end of the year and not be accretive to tioned financial constraints could poten- 
earnings until early 2012. Meanwhile, we tially cause income growth to slow, or per- 
expect operating costs to begin ticking up- haps be reconsidered if regulatory agen- 
ward as does the need for maintenance. cies reverses course and take on a more 
In our opinion, the outlook does not consumer-friendly approach in the future. 
get much better looking further out. Although the latter is not likely, it does 
Management is  planning on dramatically add some speculation to this otherwise un- 
increasing capital expenditures over the impressive selection. Indeed, the stock 
next couple of years, with infrastructure holds limited price appreciation potential, 
replacement taking center stage. The bill based on the earnings constraints. 
will be in the hundreds of millions of dol- Andre J. Costmza A mil 20. 201 2 

A) Diluted earnings. Exdudes nonrecurring not add due to rounding. 
mes : '03. $1.97: '04. $3.78: '05. $1.09: '36. EO Dividends historicatv Dald m ea* March. , , 

(C) In millions. Company's Financial Strength E+ 
Stock's Price Stabilihr 75 

26 36, '08, $1 22: '10, 46$ Nert earnings June, September and December. dv'd rein- 
wort around Apnl 27th. Quarterly eqs may I ;ekent plan available 

Price Growth Persist& 75 I Earnings Predictabiliw 85 
0 2012. W hne W i  LLC. All righureserved.'Factwi malerid is OMained lrm sources Wed to be'r&ble and is provided &out wananties d any khd. 
THE PU6LtSHER IS NOT RE PONYtXE OR ANY ERRORS OR OMISSIONS HEREIN. 5% pMrah aritay la arm. non-cmmerdal. 'mrnal use. No pan 
ol1 may be repaduced. resold. sued u Ismmifled in any pinted. ekucnic a oher Imn. a used fa gensahng u markmy any wed a decb.onc plblica6an. s e r m  a podun 



loBuy 0 0 0 0 0 0 0 0 0  
Opbm 0 0 0 0 0 0 1 0 0  

1.86 
.50 
.30 
.23 
.48 

2.69 
65.75 
15.6 
.98 

4.9% 

2.02 2.09 2.41 2.46 2.70 2.85 2.97 3.48 3.85 4.03 4.52 4.63 4.91 5.26 5.13 5.70 5.95 Revenwspersh 6.65 
.56 .61 .72 .76 .86 .% .96 1.09 1.21 1.26 1.37 1.42 1.61 1.78 1.84 200 210 "CashF1ow"persh 2.40 
.34 .40 .42 .47 .51 .54 .57 .64 .71 .70 .71 .73 .77 .90 1.03 1.10 1.20 Earningspersh A 1.40 
.24 2 6  .27 .28 .30 .32 .35 .37 .40 .44 .48 .51 .55 59 .62 .67 .71 Dv'd Ded'd per sh 81 .79 
.58 .82 .90 1.16 1.09 1.20 1.32 1.54 1.84 2.05 1.79 1.98 2.08 2.37 2.38 245 2.50 Cap'lSpendingpersh 2.60 

2 . 8 4 . 3 . 2 1  3.42 3.85 4.15 4.36 5.34 5.89 6.30 6.96 7.32 7.82 8.12 8.51 9.01 9.45 9.95BookValuepersh 11.05 
67.47 72.20 106.80 111.82 113.97 113.19 123.45 127.18 128.97 132.33 133.40 135.37 136.49 137.97 138.87 139.90 140.90 CommonShsOutst'g C 14290 
17.8 22.5 212 18.2 23.6 23.6 24.5 25.1 31.8 34.7 32.0 24.9 23.1 21.1 21.1 ~ofdfigirruam Avg Ann'lPIERatio 21.0 
1.03 1.17 1.21 1.18 1.21 1.29 1.40 1.33 1.69 1.87 1.70 1.50 1.54 1.34 1.36 valueline RelativePERatio 1.40 

3.9% 2.9% 3.0% 3.3% 2.5% 2.5% 2.5% 2.3% 1.8% 1.8% 2.1% 2.8% 3.1% 3.1% 3.1% est'nates Avg Ann'l D i d  Yield 2.7% 
CAPITAL STRUCTURE as of 12/31/11 
Total Debt $1475.9 mill. Due in 5 Y n  $300 mill. 
LT Debt $1395S 
(LT interest earned: 4.5~; total interest coverage: 
4.5x) 

Pension Assets-12/11 $148.9 mill. 

pfd Stock None 
Common Stock 138,876,626 shares 
as of 2n0/12 
MARKET CAP $3.0 billion (Mid Cap) 
CURRENT POSIT- 

(IMW 
Cash Assets 
Receivables 
Inventow (AVgcst) ly:z 4i:i 21A:i 
Other 
CurrentAssets 121,6 145,4 320.5 

;;:; f::; &: Accts Payable 
Debt Due 

56.1 149.9 2 7 . 0  Mher 
Current Liab. 201 .o 223.7 425.7 

LT Interest 565.0 mill. 

(53xofcap,l) 

Oblig. $237.1 mill. 

--- 

--- 
Fix. Chg. COV. 346% 290% 367% 

jukped more than 14% in 2011. An e"x- 
panding consumer base along with in- 
creased existing customer demand were 
cited as the main factors behind the ad- 
vance. Given the improving economy, we 
expect earnings growth to remain on an 
upward trend, albeit at a slower pace. 
There are several rate cases in the 
mix for the company. Currently, Aqua 
America has 12 general rate requests in 
seven states, for over $65 million. Given 
the company's history with rate rulings, 
favorable outcomes are anticipated across 
the board. In addition to the rate cases 
mentioned, Aqua America is planning on 
filing seven more cases throughout 2012. 
for base rate relief as well as infrastruc- 
ture surcharge filings. All in all, in the 
best-case scenario, these rulings are set to 
boost the top and bottom lines considerab- 
ly from 2013 onward. 
Aqua America remains on the prowl 
for mergers and acquisitions, The com- 
pany has completed more than 250 deals 
over the last 15 years, and does not plan 
on slowing down its momentum in the 
near future. In fact, management has 

322.0 367.2 442.0 496.8 533.5 602.5 627.0 670.5 726.1 711.9 795 840 Revenues(Smil1) 950 
62.7 67.3 80.0 91.2 92.0 95.0 97.9 104.4 124.0 143.1 155 170 Net Pmfi $mill 200 

38.5% 39.3% 39.4% 38.4% 39.6% 38.9% 39.7% 39.4% 39.2% 32.9% 40.0% 10.0% Income Ta! d 40.0% 
.- 2.9% 3.1% 3.0% 3.0% AFUDC #to Nethf i t  2.0% 

54.2% 51.4% 50.0% 52.0% 51.6% 55.4% 54.1% 55.6% 56.6% 53.0% 51.01 49.0% Long-Term DebtRatio 45.0% 
45.8% 48.6% 50.0% 48.0% 48.4% 44.6% 45.9% 44.4% 43.4% 47.0% 49.0% 51.0% CommonE ui Ratio 55.0% 
1076.2 1355.7 1497.3 1690.4 1904.4 2191.4 2306.6 2495.5 2706.2 2647.3 2880 

7.6% 6.4% 6.7% 6.9% 6.4% 5.9% 5.7% 5.6% 5.9% 6.8% 7.0% 7.% ReturnonTotd Cap'l 8.0% 
12.7% 10.2% 10.7% 11.2% 10.0% 9.7% 9.3% 9.4% 10.6% 11.4% 11.5% 12.0% Return onShr. Equity 12.5% 
12.7% 10.2% 10.7% 11.2% 10.0% 9.7% 9.3% 9.4% 10.6% 11.4% 11.5% 12.0% RetumonComEquity 12.5% 
5.2% 4.2% 4.6% 4.9% 3.7% 3.2% 2.8% 2.7% 3.7% 4.6% 4.5% 5.0% RetainedtoCom Eq 5.5% 
59% 59% 57% 56% 63% 67% 70% 72% 65% 64% 61% 59% AllDidstoNetProf 57% 

BUSINESS: Aqua America, Inc. is the holding company for water others. Water supply revenues '10: residential, 59.5%; commercial, 
and wastewater utilities that serve approximately three million resi- 14.5% industrial & other, 26.0%. Officers and directors own 2.0% 
dents in Pennsylvania, Ohio, North Carolina, Illinois. Texas, New of the common stock (411 1 Proxy). Chairman 8 Chief Executive Of- 
Jersey, Florida, Indiana. and five other states. Divested three of ficer: Nicholas DeBenedictis. Incorporated: Pennsylvania. Address: 
four non-water businesses in '91; telemarketing group in '93; and 762 West Lancaskr Avenue, Bryn Mawr. Pennsylvania 19010. Tel- 
others. Acquired AquaSource, 7/03; Consumers Water, 4/99; and ephone: 610-5251400. Inlemet: www.aquaameriw.com. 

America's share earnings 

- -  - -  - -  - -  _ -  - -  - -  

2695 2750 Total Capd &ill) 
1490.8 1824.3 2069.8 2280.0 2506.0 2792.8 2997.4 3227.3 3469.3 3612.9 3780 3955 Net Plant ($mill) 4320 

plans to  expand Aqua America's presence 
in Pennsylvania, Ohio, and Texas. This 
should be aided via growing demand for 
environmentally responsible water (espe- 
cially in the shale regions). Thus far, the 
company has three minor acquisitions in 
the Keystone state under its belt. and we 
expect the figure to be much higher by the 
end of the year, given the company's 
strong balance sheet and solid position in 
the industry. 
The long term looks bright for now. In 
addition to  the growing customer base, 
management is diversifying via its Mar- 
cellus Shale project (a joint venture with 
Penn Virginia Resource to construct and 
operate a $24 million private pipeline to 
supply fresh water to drilling operators), 
which is proceeding on schedule and 
within budget. The first segment was 
anticipated to be operational by the start 
of the second quarter. 
The equity has limited long-term 
gains potential though, as it is current- 
ly trading close to our Target Price Range. 
However, income investors might be inter- 
ested in the above average dividend yield. 
Sahana Zutshi April 20, 2012 

ANNUAL RATES Past Past Est'd '0941 
ofchange(persh) 1OYrs. 5Yrs. 10'15'17 
Revenues 8.0% 7.5% 4.5% 
"Cash Flow" 8.5% 8.0% 6.0% 
Earnings 6.5% 4.5% 0.5% 
Dividends 7.5% 8.0% 5.5% 
Book Value 9.0% 7.0% 4.5% 

Gal. QUARTERLY REVENUES (I mill.) FUII 
endar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2009 154.5 167.3 180.8 167.9 670.5 
2010 160.5 178.5 207.8 179.3 726.1 
2011 163.6 178.3 197.3 1727 711.9 
2012 179 198 219 199 795 
2013 185 215 220 220 840 
Gal- EARNINGS PER SHARE A ~ ~ 1 1  

endar Mar.31 Jun.30 Sep.30 Dec31 Year 
2009 .14 .19 2 5  .19 .77 
2010 .16 2 2  .32 .x) .90 
2011 .22 .27 .30 .24 1.03 
2012 20 .25 .37 2 8  1.10 
2013 .25 .30 .40 .25 1.20 
Cat- QUARTERLY DMDENDS PAD FUII 

endar Mar.31 Jun.30 Sep.30 Dec.31 Year. 
2008 ,125 ,125 .125 ,135 .51 
2009 ,135 .135 .135 ,145 .55 
2010 ,145 .I45 ,145 ,155 .59 
2011 ,155 .I55 .155 ,165 .63 
2012 ,165 

A) Diluted egs. Excl. nonrec. gains (losses): 

Exd. gain torn disc. operabons: '96, Z$. Next 
99, (11$); '00, 21; '01.2$; :02. 5$; '03, 46. 

earnings report due late April. 

(6) Dividends historically paid in early March, Company's Financial Strength B++ 

available (5% discount). Price Growth Persistence 70 
June, Sept. 8 Dec. 1 Div'd. rdnvesment plan Stock's Price Stability 100 

(C) In millions, adjusted for stock splits. Earnings Predictability 100 
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358% 

NATURAL GAS UTILITY 

.85 90 1.00 

381% 402% 400% 39D.k) 395% FixedCharseCoveraoe 405% 
4.8% 4.3% Avg Ann'l Div'd Yield 4.5% 

540 
Stocks in Value Line's Natural Gas Utility Indus- 

try did not, for the most part, participate in the 
recent stock market rally (fueled partially by up- 
beat consumer confidence data). But  that's not 
surprising, since these equities are typically 
viewed as income vehicles. That quality can pro- 
vide some much-needed stability during periods 
of market turbulence, as was the case during the 
last year. 

The Economic Situation 
During the final quarter of 2011, U S .  GDP growth 

was a not-too-spectacular 3%, aided by a rebuilding of 
inventories, increased commercial construction, plus de- 
creased imports. Nevertheless, the economy is not out of 
the woods yet, given ongoing softness in the housing 
sector and the high unemployment rate (hovering 
around 8% at  present). A rise in the price of gasoline does 
not help matters, either. At this juncture, we believe that 
GDP growth will stay moderate throughout the remain- 
der of 2012. In this environment, customers have been 
focusing on energy conservation, which, of course, bodes 
ill for the revenues of the companies included in the 
Natural Gas Utility Industry. 

A Key Merger 
AGL Resources, serving more than 2.3 million custom- 

ers across several states, including Georgia, Virginia, 
Tennessee, and Florida, recently completed its acquisi- 
tion of Nicor Inc., with more than 2.2 million customers 
in Illinois. Under the terms of the transaction, valued a t  
more than $2 billion, AGL paid $21.20 in cash or .8382 of 
a share of AGL stock for each Nicor share. This move 
created the largest natural gas distributor in the United 
States. Another plus is that the two companies' nonregu- 
lated units are somewhat complementary. Finally, de- 
cent cost savings are likely down the road. 

Nonregulated Activities 
A number of the companies here are investing in the 

nonregulated arena (which includes pipelines and en- 
ergy marketing & trading) and it appears that trend will 
continue for years to come. Indeed, these businesses 
provide opportunities for utilities to broaden their in- 
come streams. The fact that nonregulated segments can 
provide upside to share net is noteworthy, given that the 
return on equity is set  by the regulatory state commis- 

59% I 61% I 61% I 61% 1 6% I 62% I All Div'dstoNet Prof 1 65% 
13.9 I 12.8 14.0 I I f5.0 

~~ I INDUSTRY TIMELINESS: 61 (of 98) ~ 1 
sions (usually in the 10%-12% range) on the regulated 
divisions. I t  should also be mentioned that results for 
companies with bigger nonregulated units could be more 
volatile than companies with a greater emphasis on the 
more stable utility segment. 

Weather 
Weather is a factor that affects the demand for natural 

gas, especially from small commercial businesses and 
consumers. Not surprisingly, earnings for utilities are 
susceptible to seasonal temperature patterns, with con- 
sumption normally at its peak during the winter heating 
months. Unseasonably warm or cold weather can cause 
substantial volatility in quarterly operating results. But 
some companies strive to counteract this exposure 
through temperature-adjusted rate mechanisms, which 
are available in many states. Therefore, investors inter- 
ested in utilities with more-stable profits from year to 
year are advised to look for companies that hedge this 
risk. 

Dividends 
The main appeal of utility equities is their generous 

levels of dividend income. At the time of this writing, the 
average yield for the 11 companies in our group was 
about 3.6%. considerably higher than the Value Line 
median of 2.2%. Standouts include AGL Resources, Ni- 
Source Inc., LacIede Group, and Atmos Energy. When 
the financial markets are turbulent, healthy dividend 
yields tend to act as an anchor, so to speak, in this 
category. 

Conclusion 
The Natural Gas Utility group is presently ranked in 

the bottom half of all industries tracked by Value Line, in 
terms of Timeliness. Nevertheless, these shares are most 
suitable for income-oriented investors with a conserva- 
tive bent (given that a number of these issues are ranked 
favorably for Safety and earn high marks for Price 
Stability). All told, our readers are advised to consider 
the individual reports before making a commitment. 

Frederick L. Harris, 111 

Natural Gas Utility 
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Cat. 
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2009 
2010 
2011 
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Car- 
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2009 
2010 
2011 
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2013 

Gal. 
endar 
2008 
2009 
2040 
2011 
2012 

2.49 I 2.42 I 2.65 I 2.29 1 2.86 I 3.31 

QUARTERLY REVENUES ($ mill.) A FUII 
Mar.31 Jun.30 Sep.30 Der31 Year 
995.0 377.0 307.0 638.0 2317.0 

1003 359.0 346.0 665.0 2373.0 
878.0 375.0 295.0 790.0 2338.0 

1200 390 400 710 2700 
f250 410 420 670 2750 

EARNINGS PER SHARE- FUII 
Mar.31 Jun.30 Sep.30 Dec.31 Year 

1.55 .26 .I6 .91 2.88 
1.73 .17 .29 .81 3.00 
1.59 .23 d.04 34 2.12 
1.65 .35 .40 .85 3.25 
1.70 .40 .50 .85 3.45 
QUARTERLY DlVlDENDS PAD C. FUII 

Mar.31 Jun.30 Sep.30 Der31 Year 
.42 .42 .42 .42 1.68 
.43 .43 .43 .43 1.72 
.44 .44 .44 .44 1.76 
.45 .45 .45 .55 1.90 
.36 .46 

1.37 1.37 1.41 .91 1.29 1.50 
1.06 1.08 1.08 1.08 1.08 1.08 
2.37 2.59 2.05 2.51 2.92 2.83 

10.56 10.99 11.42 11.59 11.50 12.19 
55.70 56.60 57.30 57.10 54.00 55.10 
13.8 14.7 13.9 21.4 13.6 14.6 

'01, $0.13; '03, ($0.07); '08, $0.13. Next 
Igs repwt due late April. 

Sept., and Dec. 1 Div'd reinvest plan 
vidends historically paid early March, 

.E I .@5 I ..72 I 1.22 I .88 I .75 
5.6% 5.4% 55% 5.5% 6.2% 4.9% 

available. (D) lndudes intangibles. In 2011: Company's Financial Strength A 
$191 8 million, $16.40/share. Stock's Price Stabi l i i  100 

Earnings Predictability 95 
(E) In millions. Price Growth Persistence 70 

CAPITAL STRUCTURE as of 12/31/11 
Total Debt U899.0 mill. Due in 5 Yrs $987.0 mill. 

A) Fiscal year ends December 31st. Ended 
hotember 30th orior to 2002. 

LT Debt $3561.0 mill 
(Total interest coverage. 6 5x) 

LT Interest $136.0 mill 

$0. 
ea1 

Leases, Uncapitalized Annual rentals $95.0 mill. 
Pension Assets-1Znl $754.0 mill. 

Pfd Stock None 
Obllg. $968.0 mill. 

Common Stock 117,099,662 shs 
as of2/W12 

MARKET CAP $4.6 billion [Mid Cap) 
CURRENT POSITION 2009 2010 12/31/11 

26.0 24.0 69.0 
(lNIL) 

Cash Assets 
1974.0 2138.0 2677.0 Other 

Current Assets 2000.0 2162.0 2746.0 
Acds Payable 237.0 184.0 294.0 
Debt Due 602.0 1032.0 1338.0 

933.0 1212.0 1452.0 Other 
Current Liab. 1772.0 2428.0 3084.0 

--- 

--- 

Bj LMuled earnings per share. Exd. nonrecur- (C) 
ma Pains (losses) '95. ($0 83). '99. SO 39. 00, I Jur 
-I . 

0 2012. Wue Lme F u y  UC Al rp reserved 'Fad 
THE PUBLISHER IS NOT RE F"SlBLE OR ANY ERRORS 
of I may be repoduced, resdd. slued u bananlned m any pNt 

.68 .71 .69 .76 .73 .78 .74 .75 

868.9 983.7 1832.0 2718.0 2621.0 2494.0 2800.0 2317.0 

4.7% 4.3% 3.9% 3.7% 4.0% 4.1% 5.0% 5.4% 

103.0 132.4 153.0 193.0 212.0 211.0 207.6 222.0 
36.0% 35.9% 37.0% 37.7% 37.8% 37.65 40.5% 35.2% 
11.9% 13.5% 8.4% 7.1% 8.1% 8.5% 7.4% 9.6% 
58.3% 50.3% 54.0% 51.9% 50.2% 50.2% 50.3% 52.6% 
41.7% I 49.7% I 46.0% I 48.1% I 49.8% 149.8% 149.7% 147.4% 
1704.3 I 1901.4 I 3408.0 I 3114.0 I 3231.0 1 3335.0 I 3327.0 I 3754.0 
2194.2 I 2352.4 I 3178.0 1 3271.0 I 3436.0 I 3566.0 I 3816.0 I 4146.0 

8.1% I 8.9% I 6.3% I 7.9% I 8.0% I 7.7% I 7.4% I 6.9% 

BUSINESS: AGL Reswrces Inc. is a DuMic utility haldinq MmPa- 

LEMTIM 

34.2 2015 12016 12017 
120 
100 
80 
64 
48 

32 
I I I I I I I 24 

I I I I I I 
1 20 

i 16 
I I I I I I 

3.0;i 2.i;i 3.21 3.451;pershAB 1 4.10 
1.76 1.90 1.84 1.88 Div'dsDed'dpersh C= 2.00 
6.54 3.42 3.90 4.10 Cap'l Spending per sh 4.95 

23.24 28.54 29.65 31.00 Book Value per sh 0 34.25 
78.00 117.00 118.00 1f9.00 CommonShsDutst'g E fZ1.W 

12.5 12.6 ~ o i d f i  msam Avg Ann'l PIERatio 15.0 
b' h e  RelativePERatio l.M 

47461 48461 I Avg Ann'l Div'd Yield I 3.5% 

2373 0 I 2338 0 I 2700 I 2750 I Revenues ($mill) A I 3300 

lated subsidiaries: Georqia Natural Gas markets natural aas at 
ny. Its distribution subsidiaries include Atlanta Gas Ligk Chat- 
tanooga Gas, Elizabethtown Gas, and Virginia Natural Gas. The 
utilities have more than 2.3 million customers in Georgia, Virginia, 
Tennessee, New Jersey, Florida, and Maryland. Engaged in non- 

retail. Sold Utilipro, 30i. Acquired Compass Energy Sekices, 
10107. BlackRock Inc. owns 7.9% of common stods off./dir., less 
than 1.0% (a11 Proxy). Pres. & CEO: John W. Somehalder II. 
Inc.: GA. Addr.: Ten Peachtree Place N.E.. Atlanta, GA 30309. Tel. 

regulated natural gas marketing and other allied services. Deregu- 

AGL Resources completed its merger dividend of $0.36, from December 9, to 
with Nicor Inc., on December 9. 2011, Februaw 17. Previously. shareholders 

ephone: 404-584-4000. Internet: www.aglreswrws.com. 
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Atmos Energy's history dates back to 
1906 in the Texas Panhandle. Over the 
(ears, through various mergers, it became 
)art of Pioneer Corporation, and, in 1981, 
'ioneer named its gas distribution division 
%ergas. In 1983, Pioneer organized 
!nergas as a separate subsidiary and dis- 
ributed the outstanding shares of Energas 
o Pioneer shareholders. Energas changed 
ts name to Atmos in 1988. Atmos acquired 
rrans Louisiana Gas in 1986, Western Ken- 
ucky Gas Utility in 1987, Greeley Gas in 
1993. United Cities Gas in 1997. and others. 
:APITAL STRUCTURE as of 12/3l/I1 
rota1 Debt $2596.3 mill. Due in 5 Yrs $960.0 mill. 
LT Debt $2206.2 mill. 
'LT interest earned: 3 .1~;  total interest 

LT Interest $120.0 mill. 

average: 3 . 1 ~ )  
Leases. UncaDitalized Annual rentals $17.7 mill. 
Wd Sbck N o k  
Dension Assets-9111 $280.2 mill. 

Common Stock 90,364,061 shs. 
BS of 11/14/11 
MARKET CAP: $2.8 billion (Mid Cap) 
CURRENT POSITION 2010 2011 12/31/11 

132.0 131.4 85.2 
(WILL) 

Cash Assets 
743.2 879.6 1176.0 %her 

Current Assets 875.2 1011.0 1261.2 

Oblig. 5429.4 mill. 

--- 
4ccts Payable 266.2 291.2 432.3 
Debt Due 486.2 208.8 390.1 

413.7 367.6 357.4 Mher 
Current Liab. 1166.1 867.6 1179.8 

--- 
FM. Chg. Cov. 
MNUAL RATES 
3f hange (per sh) 
Revenues 
Cash Flow" 

Earnings 
Dividends 
Book Value 

440% 432% 435% 
Past Past Est'd '09W 
10Yn. 5Yn. to'15'17 

6.5% -3.5% 3.5% 
4.5% 4.5% 3.5% 
7.0% 4.0% 4.0% 
1.5% 1.5% 1.5% 
6.5% 4.5% 6.0% 

Dec.31 Mar.31 Jun.30 Sep.30 3:' 
-___ 
2010 I.@ 117 ~1.03 2% 
2011 I .81 1.40 .04 -1:; 1 2.26 
2012 .72 1.47 .09 .02 2.30 
2013 I .87 f.43 .07 .03 I 2.40 
cat- I QUARTER~YDNIDENDSPAIDC= 1 

2011 
2012 I ,345 I 

.. . -.. 

30,89 
T2q 

' f RATIO 

25.5 25.9 
!$!r 30.7 Target Price 

2015 I2016 

- 
Range 
12017 

7.6% 8.5% 9.8% 8.7% 8.8% 8.3% 9.2% 8.8% 8.5% 8.0% Return onComEqui& 8.0% 
1.7% 2.3% 3.6% 3.0% 3.1% 2.7% 3.5% 3.3% 3.5% 15%RetainedtoComEq 3.5% 
77% 73% 63% 65% 65% 68% 62% 62% 59% 58% AllDiv'dstoNetProf 54% 

BUSINESS Atmos Energy Corporation is engaged primarily in the tial; 32%. commercial; 7%, industrial; and 4% other. 2011 depreda- 
distribution and sale of natural gas to over three million customers tion rate 3.3%. Has around 4,750 employees. Mficers and directors 
via six regulated natural gas utility operations: Louisiana Division, own 1.5% of common stock (IUiI Proxy). President and Chief Ex- 
West Texas Division, Mid-Tex Division, Mississippi Division, ewtive Officer: Kvn R. Cocklin. Inc.: Terns. Address: Three Lincoln 
Colorado-Kansas Division, and Kentucky/MibStates Division. Com- Centre, Suite 1800, 5430 LBJ Freeway, Dallas, Texas 75240. Tele- 
bined 201 1 gas volumes: 281.5 MMd. Breakdown: 57%, residen- phone: 972-934-9227. Internet: www.atmosenergy.com. 

Atmos Energy Corporat ion began fis- 
cal 2012 (ends September  30th) on a 
sour note, compared to the first quarter 
of the previous year. The performance of 
the nonregulated segment was hurt  by un- 
favorable pricing conditions in the natural 
gas market. To make matters worse, the 
natural gas distribution unit encountered 
a rise in operating expenses (including 
those pertaining to legal and depreciation 
& amortization). 
But we expect better things for the 
Texas-based company as the year 
progresses. That should be attributable 
partially to ratemaking activity for the 
natural gas distribution segment. More- 
over, the regulated transmission and 
storage unit should continue to shine, 
made possible by higher throughput. The 
nonregulated operation may lag a while 
longer. though. 
All told, share net might well advance 
by several pennies, to $2.30, for the 
new fiscal year. Assuming additional ex- 
pansion of operating margins, the bottom 
line stands to reach $2.40 a share in fiscal 
2013. 
Prospects over the 2015-2017 span do 

not appear exciting. The utility segment 
ranks as one of the nation's largest natu- 
ral gas-only distributors. And we believe 
that the unregulated units have decent 
overall growth possibilities, present 
troubles aside. Too, the company will prob- 
ably resume its successful strategy of pur- 
chasing less efficient utilities and shoring 
up their profitability through expense- 
reduction initiatives, rate relief, and ag- 
gressive marketing efforts. But given our 
exclusion of future acquisitions, annual 
share-net increases could only be in the 
mid-single-digit range over the next three 
to five years. 
The main  attraction here is the divi- 
dend yield, which is among 'the highest of 
all gas utility equities tracked by Value 
Line. Our long-term projections indicate 
that further (albeit, modest) increases in 
the well-covered distribution are likely. 
Other pluses for the stock include a 2 
(Above Average) Safety rank and an excel- 
lent rating for Price Stabiliw. 
Meanwhile, Atmos Energy shares are 
a Below Average (4) selection for 
Timeliness. 
Frederick L. Harris, 111 March 9, 2012 

(C) Dividends histori- (D) In millions. Company's Flnandal Strength B++ 
June, Sept., and Dec. (E) Qtrs may not add due to change in shrs Stock's Price Stability 100 
Direct stock purchase outstanding. Price Growth Persistence 45 

Eaminas Predictabilitv 90 

http://www.atmosenergy.com


q Trailing: 14.1 RELATIVE 

8AFETY 2RaisedSRMI3 

ECHMICAL 3 LmreredUlMZ 

Target Price Range 
2015 I2016 12017 

LACLEDE GROUP NYSE-LG 
eEUNESS 3 Lcwered*n, .O 32.5 34.3 37.5 36.0 55.8 48.3 37.8 42.8 43.0 

.8 26.0 26.9 29.1 28.8 31.9 29.3 30.8 32.9 39.9 

ETA .M) Il.oO=MarkeU 

2021.6 
49.8 

33.4% 

,v,"-,.. ._" 
'3 "5: 72 64 

shares 5 
55 58 traded 2.5 

Oss(w0) 10630 10983 10812 
1996 I 1997 I 1998 I 1999 2000 I2001 
31.03 I 34.33 I 31.04 I 26.04 29.99 I 53.08 

2209.0 1895.2 1735.0 1603.3 1550 7585 Revenues ($mill) A 7950 
57.6 64.3 54.0 63.8 67.0 64.5 Net ProRt($mill) 60.0 

31.3% 33.6% 33.4% 31.4% 33.0% 34.0% IncomeTaxRate 35.0% 

3.29 I 3.32 I 3.02 I 2.56 I 2.68 I 3.W 

2.5% 
45.3% 
54.6% 
784.5 

.75 .72 .81 .90 .97 .74 
5.6% 5.6% 5.4% 5.8% 6.6% 5.7% 

:APITAL STRUCTURE as of 12/31/11 
otal Debt 9452.4 mill. Due in 5 Y n  $70.0 mill. 
.T Debt $339.4 mill. LT Interest $20.0 mill. 
Total interest axrerage: 4.7~) 

2.6% 3.4% 3.1% 4.0% 3% 4.1% Net Profit Margin 4.7% 
44.4% 42.9% 40.5% 38.9% 37.0% 37.05A Long-Term DebtRatio 40.0% 
55.5% 57.1% 59.5% 61.1% 63.0% 63.0% CommonEquity Ratio 60.0% 
8761 906.3 899.9 937.7 975 1075 TotalCaDitalltmilll 7350 

eases, Uncapitalized Annual rentals 1.9 mill. 
'ension Assets-(llll $248.0 mill. 

'fd Stock None 
:ommon Stock 22,486,439 shs. 
IS of 1/26/12 

Oblig. $384.2 mill. 

11.6% 
11.6% 
4.3% AARKET CAP: $925 million (Small Cap) 

ZURRENT POSITION 2010 2011 12/31/11 

11.8% 12.4% 10.1% 11.1% 70.0% 70.0% ReturnonShr.Equ'ity fO.Vk 
11.8% 12.4% 10.1% 11.1% 70.0% 70.0%h ReturnonComEquky 70.0%/. 
5.2% 5.9% 3.6% 4.9% 4.0% 4.0% Retained toComEa 4.0% 

86.9 43.3 44.6 
R M W  

:ash Assets 
327.3 325.6 370.9 Ither 

:went Assets 414.2 369.1 415.5 
--- 

Fiscal QUARTERLY REVENUES (I mill.)n z,:: Dec.31 Mar.31 Jun.30 Sep.30 
2009 1674.3 659.1 309.9 251.9 

iccts Payable 95.6 96.6 94.3 
)ebt Due 154.6 46.0 113.0 

83.7 89.3 115.9 M e r  
:went Liab. 333.9 231.9 323.2 

WNUAL RATES Past Past Est'd '09-'11 
frhange@ersh) 10Yrr. 5Yn. to'15'17 
!evenues 8.0% .5% Nil 
Cash FlO" 5.0% 7.0% 3.0% 
:arnmgs 6.5% 6.0% 2.0% 
lividends 1.5% 2.5% 2.5% 
3ook Value 5.0% 6.5% 4.5% 

--- 
? x . C h g . C ~ .  391% 463% 430% 

Full 

1895.2 
2010 

2012 
2013 
Fiscal z,:: 
2009 
2010 
2011 
2012 
2013 

mdar 
2008 
2009 
2010 
2011 

2011 

Cat- 

491.2 635.3 324.5 284.0 

410.9 535 335 269.1 
430 550 340 265 

EARNINGS PERSHARE A B F  
Dec.31 Mar.31 Jun.30 Sep.30 

1.42 1.40 .31 d.22 
1.03 1.26 .21 d.07 
1.05 1.25 69 d.13 
1.12 1.35 .35 d.12 
1.11 1.38 .40 d.09 

Mar.31 Jun.30 Sep.30 Dec.31 
,375 ,375 ,375 ,375 
,385 ,385 3 5  ,385 
,395 ,395 ,395 ,395 
,405 ,405 ,405 ,405 

444.2 543.8 344.3 271.0 

QUARTERLY DMDENDS PAID C 1 

1735.0 
1603.3 
1550 
1585 

Full 
Fisca 
Year 
2.92 
2.43 
2.86 
2 70 
2.80 
Full 
Year 
1.50 
1.54 
1 .a 
1.62 

- 

__ 

- 
- 

: '08, 94(. Next earnings report due late 
IC) Dividends historicah Daid in earlv 

2012 I ,415 I 
L Fiscal year ends Sep!. 30th. atic d Based on averaae shares outstandino thru. I Aoi 

charges In '11. $429.9 mill., $19.17/sh. Company's Financial Sbength B++ 
IE) In millions. Stock's Price Stabllltv 1 DO 

I I I 
ferecessiam I 

.... .... . I + . .....';... .... ..... . C....... 
... 

2.56 I 3.15 I 2.79 I 2.98 I 3.81 
1.18 1 tA :  I 1 1.90 1 2.37 
1.34 1.34 1.35 1.37 1.40 
2.80 2.84 2.97 

15.07 15.65 16.96 17.31 18.85 
18.96 19.11 20.98 21.17 21.36 
20.0 13.6 15.7 16.2 13.6 
1.09 1 .78 1 .83 1 .86 1 .73 

5.7% 5.4% 4.7% 4.4% 4.3% 
755.2 1050.3 1250.3 1597.0 1997.6 
22.4 1 34.6 1 36.1 I 40.1 1 50.5 

52.3% 49.4% 48.3% 51.8% 50.4% 
546.6 605.0 737.4 707.9 798.9 

35.4% 35.0% 34.8% 34.1% 32.5% 
3.0% 3.3% 2.9% 2.5% 2.5% 

47.5% 50.4% 51.6% 48.1% 49.5% 

594.4 I 621.2 I 646.9 I 679.5 I 763.8 
6.0% I 7.4% I 6.6% I 7.6% I 8.4% 

SmCK I I I w (  
l y r 1 4 4  0 0  

2.31 2.64 2.92 2.43 2.86 2.70 280 Eamingspersh A B  3.05 
1.45 1.49 1.53 1.57 1.61 1.65 7.69 Div'ds Ded'dpersh CI 7.80 
2.72 2.57 2.36 2.56 3.02 I 3.20 X35 CaD'I SDendinaDersh 3.75 

19.79 22.12 23.32 24.02 25.56 27.30 27.80 BkkValuepeYkh 0 31.15 
21.65 21.99 2217 22.29 22.43 2250 23.00 CommonShsOuktlg E 26.00 
14.2 14.3 13.4 13.7 13.0 BddtIglreran Avg Ann'l PIE Ratio 75.5 
.75 .86 .89 .87 .81 1.05 RelatiePERatio 

4.4% 3.9% 3.9% 4.7% 4.3% Avo Ann'l Dv'd Yield 3.8% E;:;: na 

793.8 I 823.2 I 855.9 I 884.1 I 928.7 I 965 I 7005 lNetPlant(Snh) ' I 7300 
8.5% I 8.1% I 8.7% I 7.4311 8.1%1 7.5% I 7.5% lReturnonTotalCaD'l I 7.0% 

63% I 56% I 53% I 64% I 56% I 6fX I 60% IAllDiv'ds toNetPrDf I 58% 113% I 74% I 73% I 72% I 59% 

BUSINESS: Ladede Grouo. Inc.. is a holi ig company for Ladede 
Gas, which distributes natural gas in eastem Missouri. induding the 
city of St Louis, St. Louis County, and park of 10 other counties. 
Has roughly 625,000 customers. Purchased SM&P Vtility Re- 
sources, 1/02; divested, 3/08, Utility therms sold and transporled in 
fiscal 2011: 1.1 bill. Revenue mix for regulated operations: residen- 

Laclede Group got off to a decent 
start in fiscal 2012. ends September 
30th. as first-quarter share net was 6.7% 
higher than the year-ago tally. Laclede 
Energy Resources (LER) was the star per- 
former, as it enjoyed a drop in transporta- 
tion costs resulting from the renegotiation 

tial, 64; commercial and industrial, 22%; transportation. 2%; other, 
12%. Has around 1.640 emolovees. Officers and diredws own am 
proximately 8% of common'shares (1112 proxy). Chairman: William 
E. Nasser; CEO: Suzanne Sitherwood. Incorporated: Missouri. Ad- 
dress: 720 Olive Street, St. Louis, Missouri 63101. Telephone: 314- 
342-0500. Interne!: www.theladedeqmup.com 

spectacular performance over the 
2015-2017 period. Expansion of the cus- 
tomer base for the gas utility will likely 
remain sluggish, as the service territory 
has been in a mature phase for some time. 
We think LER has good long-term poten- 
tial. but it tends t n  cnntrihute iiist a small 

-I--- - ~~~ ~ ~ ~ ~~~~~~ ~~.~~ ~ ~ . ~ I  ~~~- ~. _ _ ~ ~ ~ ~ _  ._ ~_._ 

renewed during fis- portion to total profits. Of course, an ac- 
Laclede Gas were quisition could brighten things. Even so, it 

slightly better, thanks to  higher infra- seems that  management has no such plans 
structure system replacement surcharge at this time. Thus, in the present con- _^..^_..^^ --.a 1 ̂ _..^_ -..:-* ^---^^ ^^^+- p: -..-- *:̂ _ ^__..^ 1 -I-..-- _^* _-:_.. __.. 1A 
ICVC:IIUCD a,," NWCL iiiaiiiLciiaiiLc LUDLD. iiguiauuii, cuiiiuai >1raic-iic~ gaiiib Luuiu 
But higher pension and benefit expenses only be in the low-to-mid-single-digit 
provided somewhat of a n  offset here. range over the next three to five years. 
ct:11 ..,- l..-l:-x,- .L-f s--;-"r r.-.- ta.- TI... -.-..-.A rrr.-l:cl. "+..-LI.. A:..:A--A U C I I I ,  WG "G*.GVG " L 4 C  .z-*...'.sD I". L..G *an.= 6 " " u - q u C u . L J  3L"LrnJ  UI"IUS,,U 

year, as a whole, will be down a bit. yield ranks favorably among all gas 
That's largely because of the challenging utility equities tracked by Value Line. 
third-ouarter comDarison. In fact. Laclede The Davout should continue to he well m v -  - . . . - __. _ _  
Gas b k f i t e d  fro& a substantial gain, last ered' b$ earnings, although future hikes 
April. on the sale of 320,000 barrels of may be moderate. a t  best That's mainlv 
piopane from inventory that was no longer because of the utility unit's lacklust& 
required to serve utility customers. As a long-term prospects. 
result, fiscal 2012 share net may well Total return potential is not exciting. 
decrease around 5%. to $2.70. But we look Indeed, these shares are already trading 
for the bottom line to advance nearly 4%, within our 3- to  5-year Target Price 
to $2.80.a share, the following year. as- Range. The dividend will probably contin- 
suming mat  operating margins expand. 
The companv stands to have an un- Frederick L. Harris. III March 9. 2012 

ue t o  grow at a slow rate, as well. 

.. 
i. then diluted. Exbudes nonrecumng 6s: Jan&y,'ApriI, July, and Octo&. 1 DivideAd (F) Qtiy. egs. may not sum due to rounding or Price Growth Persistince 50 
6. 71. Exdudes aain from discontinued o w -  I reinvestment plan available. ID) Ind. deferred I chanw in shares outstandina. I Earninas Predidabi l i i  80 



lo Sd 

2013 

Gal. 
end= 
2008 
2009 
2010 
2011 
2012 

6.73 6.92 7.26 7.57 8.29 8.80 
40.69 40.23 40.07 39.92 39.59 40.00 

13.6 13.5 15.3 15.2 14.7 14.2 

f.15 1.67 .28 .05 3.15 
QUARTERLY DMDENDS PAID CE. ~ ~ 1 1  

Mar.31 Jun.30 Sep.30 Dec.3i Year 
267 2 8  2 8  2 8  1.11 
.31 .31 .31 .31 1.24 
.34 .34 .34 .34 1.36 
.36 .36 .36 .36 1.44 
.38 

.E5 .78 .BO .87 .96 .73 
5.6% 5.3% 4.6% 4.5% 4.4% 4.2% 

CAPITAL STRUCTURE as of 12/31/11 
rota1 Debt $756.3 mill. Due in 5 Yrs $129.1 mill. 
LT Debt $431.6 mill. 
Ind. $69.9 mill. capitalized leases. 
[LT interest earned: 7.5~; total interest coverage: 
7.5x) 
Pension AssetsU11 $155.7 mill. 

Pfd Stock None 

Common Stock 41,476.807 shs. 
as of 2/3/12 
MARKET CAP: $1.9 billion (Mid Cap) 
CURRENT POSITION 2010 2011 12/31/11 

.9 7.4 7.8 
(WILL) 

Cash Assets 
784.1 725.0 863.0 Other 

Current Assets 785.0 732.4 870.8 

LT Interest $19.6 mill. 

Oblig. $270.2 mill. 

--- 

ividends historically paid in early January, 
July, and October. Dividend reinvest- 
plan available. 
dudes reaulalorv assets in 201 1 : 8434.2 

Accts Payable 47.3 66.0 70.9 
Debt Due 178.9 166.9 324.8 

479.6 470.5 445.8 Other 
Cument Liab. 705.8 703.4 841.5 

--- 

million, $10.49/share. 
(E) In millions, adjusted for splits. 

41 Fiscal Year ends SeDt. 30th. I IC) 
3i Diluted earnings. Qlly egs may not sum lo 
kd due to change in shares outstanding Next 

eaminas r e m  due late Aoril. 

8.71 10.26 11.25 10.60 15.00 15.50 17.28 16.59 
41.50 40.85 41.61 41.32 41.44 41.61 42.06 41.59 
14.7 14.0 15.3 16.8 16.1 21.6 12.3 14.9 
.80 .80 .81 A9 .87 1 .I5 .74 .99 

1830.8 2544.4 2533.6 3148.3 3299.6 3021.8 3816.2 2592.5 

3.9% 3.7% 3.3% 3.1% 3.2% 3.0% 3.3% 3.5% 

56.8 I 65.4 I 71.6 I 74.4 I 78.5 I 65.3 I 113.9 I 101.0 
38.7% I 39.4% I 39.1% I 39.1% 1 38.9% I 38.8% I 37.8% I 27.1% 
3.1% I 2.6% I 2.8% I 2.4% I 2.4% I 2.2% I 3.0% I 3.9% 

50.6% I 38.1% I 40.3% I 42.0% I 34.8% I 37.3% I 38.5% I 39.8% 

2.10 

n.50 
3.85 
285 
1.52 
200 
- 

52% I 55% I 53% 

1 1201512016 Target Price Rangc 12017 

80 
60 
50 
40 
30 
25 
20 
15 

10 
’ 17.5 X TO;. RETURN 1112 

82.2 27.2 

Relative PIE Ratio 

125 lNet Profa ($mill) I 140 
I 35.0% 35.0% h o m e  Tax Rate 

3.9% NetProfaMa in 
39.5% Long-Term Debt Ratio 33.5% 
60.5% CommonE ui Ratio 66.5% 

1350 Net Plant $mill 
11.0% Return on Total Cap’l 10.5% 
16.5% Return on Shr. Equity 14.0% 
16.5% Return on Com Equi 14.0% 
8.5% Retainedto Com Eq 7.5% 
49% All Div’ds to Net Prof 48% 

lily, 60% incentive programs). N.J. Natu- 
ides unregulated retaiVwholesale natural 

BUSINESS: New Jersey Resources Cop. is a holding wmpany wmmeraal and electric i 
providing retaillwholesale energy svcs. lo customers in New Jersey, ral Energy subsidiary p~ 
and in states from the Gulf Coast to New England, and Canada. gas and related energy svcs. 2011 dep. rate: 2.2%. Has 891 empls. 
New Jersey Natural Gas had about 494,964 customers at 9/30/11 OffJdir. own abwt 1.1% of common (12/11 Proxy). Chrmn.. CEO 8 
in Monmwth and Ocean Counties, and other N.J. Counties. Fiscal Pres. : Laurence M. Downes. Inc.: NJ Addr.: 1415 Wyckoff Road, 
2011 volume: 178 bill. tu. R 15% intermotible. 35% residential and Wall. NJ 07719. Tel.: 732-938-1480. Web: www.nireswTces.com 

New Jersey Resources is off to a great 
start in fiscal 2012. The December-period 
top line declined about 9.9%. However, 
this downturn stemmed from lower natu- 
ral gas prices, which get passed through to 
the end-consumer. Meanwhile, thanks to  
projects placed into service a t  NJR Clean 
Energy Ventures, continued growth at  
New Jersey Natural Gas (NJNG). and im- 
proved results at NJR Energy Services. 
first-quarter earnings increased 53.5%. to 
$1.09 a share. 
The company appears poised to lo 
double-digit earnings advance th: 
year. The NJNG division added 2,001 new 
customers during the December period. A t  
this point, management plans to add about 
6,000-7,000 additional accounts for the full 
12 months. Some of that  figure will come 
from steady customer growth, while the 
remainder will come from customer con- 
versions. At  the same time, New Jersey 
Resources should benefit from its Clean 
Energy Ventures, which is anticipated to  
represent 15%-25% of its overall opera- 
tions this year. Its Energy Services, Ener- 
gy Holdings (midstream operations), and 
Home Services units should also chip in. 

We have introduced our 2013 top- and 
bottom-line estimates at $3.2 billion 
and $3.15 a share, respectively. This 
ought to be supported by continued growth 
in customer accounts and capital projects. 
Management has set a healthy growth tar- 
get of 12,000-14,000 new customer ac- 
counts through the end of 2013. 
Multiple capital projects solidify the 
company’s prospects. Last year, NJR 
completed its Accelerated Infrastructure 
Program I (AIP I). The second phase of 
that  program, AIP 11, has nine separate 
projects that  are in the design or  construc- 
tion phase. All of those are expected to  be 
completed by October of 2012, at a cost of 
about $60 million. These investments will 
help to boost the reliability of the compa- 
ny’s distribution system. 
These shares may appeal to investors 
seeking dividend growth. However, 
when compared with other utilities in The 
Value Line Investment Survey, they offer a 
below-average dividend yield. Meanwhile. 
our Timeliness Ranking System suggests 
the equity will mirror the broader market 
averages in the coming year. 
Bryan J. Fong March 9, 2012 
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3.86 I 3.72 I 3.24 I 3.72 I 3.68 I 3.86 3.65 
1.62 
1.26 
3.11 

18.88 
25.59 

17.2 
.94 

4.5% 

641.4 

3.85 3.92 4.34 4.76 5.41 5.31 5.20 5.18 5.01 5.65 6.f5 "CashF1ow"persh 7.15 
1.76 1.86 2.11 2.35 2.76 2.57 2.83 2.73 239 2.65 2.95 Earningspersh A 3.50 
1.27 1.30 1.32 1.39 1.44 1.52 1.60 1.68 1.75 1.78 1.82Div'dsDecl'dpwshB= 1.94 
4.90 5.52 3.48 3.56 4.48 3.92 5.09 9.35 3.76 4.50 5.20Cap'lSpendingpwsh 8.15 

19.52 20.64 21.28 22.01 22.52 23.71 24.88 26.08 26.74 28.20 29.90 BookValuepersh 0 33.95 
25.94 27.55 27.58 27.24 26.41 26.50 26.53 26.58 26.72 26.75 26.80 CommonShsOutst'g C 26.95 

15.8 16.7 17.0 15.9 16.7 18.1 15.2 17.0 17.0 Bddfigwesara Avg Ann'lPIERatio f 7.0 
.90 .88 .91 .86 .89 1.09 1.01 1.08 1.09 RelativePIERatio 1.15 

4.6% 4.2% 3.7% 3.7% 3.1% 3.3% 3.7% 3.6% 3.6% Avg Ann'l Dw'd Yield 3.3% 
611.3 707.6 910.5 1013.2 1033.2 1037.9 1012.7 812.1 848.8 870 900 Revenues ($mill) 1300 

na 
1.39 

1.97 
120 
3.70 

52% I 4.8% I 4.5% I 5.0% I 5.6% I 5.1% 

1.76 1.02 1.70 1.79 1.88 
1.21 1.22 1.23 1.24 1.25 
5.07 4.02 4.78 3.46 3.23 

CAPITAL STRUCTURE as of 12/31/11 
rota1 Debt $823.3 mill. Due in 5 Y n  $250 mill. 
LT Debt $641.7 mill. LT Interest $42.1 mill. 

potal interest coverage: 7.0~) 

Pension Assets-12/10 $219 mill. 

Pfd Stock None 

Common Stock 26,719,000 shares 

MARKET CAP $1.2 billion (Mid Cap) 

CURRENT POSITION 2009 2010 12/31/11 

Oblig. $337.3 mill. 

43.8 
34.9% 
6.8% 

47.6% 

(SMIU) 
Cash Assets 8.4 3.5 5.8 

319.8 326.8 342.9 Other 
Current Assets 328.2 330.3 348.7 
Accts Payable 123.7 93.2 86.3 
Debt Due 137.0 267.4 181.6 

131.9 107.6 146.6 Other 
Current Liab. 392.6 468.2 414.5 

--- 

--- 

46.0 50.6 58.1 65.2 74.5 68.5 75.1 72.7 63.9 71.0 79.0 Net Profd(Smill) 97.0 
33.7% 34.4% 36.0% 36.3% 31.2% 36.9% 38.3% 40.5% 30.0% 30.0% 30.0% IncomeTax Rate 30.0% 
7.5% 7.1% 6.4% 6.4% 7.2% 6.6% 7.4% 8.9% 7.5% 8.2% 6.8% NelProfitMargin 7.5% 

49.7% 46.0% 47.0% 46.3% 46.3% 44.9% 47.7% 46.1% 47.0% 45% 43% Lono-Term Debt Ratio 37% 

995.6 
5.9% 
8.9% 

1205.9 1318.4 1373.4 1425.1 1495.9 1549.1 1670.1 1854.2 1893.9 1985 2090 NetPlant(Smil1) ' 2391 
5.7% 5.9% 6.5% 7.1% 8.5% 7.7% 7.3% 7.0% 4.7% 6.5% 7.0% Return onTotal Cap'l 8.0% 
9.1% 8.9% 9.9% 10.9% 12.5% 10.9% 11.4% 10.5% 8.9% 9.SX 10.0% Return on Shr.Eouitv 10.5% 

Gal. QUARTERLY REVENUES [$mill.) 
endar Mar.31 Jun.30 Sep.30 Dec.31 
2009 437.4 149.1 116.9 309.3 

~ ~ 1 1  
Year 

1012.7 

51 5% I 50.3% I 54.0% I 53.0% I 53.7% I 53.7% I 55.1% I 52.3% 1 53.9% I 53.0% I 55% I 57% l C o n k n  Equity Ratio 1 63% 
937.3 11006.6 11052.5 111084 111165 111068 I11404 I1261 8 1 12848 I13562 I 1375 1 f400 lTotalCaDitalf$milll I 1455 

2010 
2011 
2012 
2013 

tal- 
endar 
2009 
2010 
2011 
2012 
2013 

Gal- 
endar 
2008 
2009 
2010 
2011 
2012 

286.5 162.4 95.1 268.1 812.1 
323.1 161.2 93.3 271.2 848.8 
315 165 145 245 870 
330 170 150 250 900 

EARNINGS PER S H E A  ~ ~ 1 1  
Mac31 Jun.30 Sep.30 Dec.31 Year 

1.78 .12 d.25 1.18 2.83 
1.64 2 6  d.28 1.11 2.73 
1.53 .08 d.31 1.09 2.39 
1.74 .14 d.45 1.22 2.65 
1.80 .16 d.20 1.19 2.95 
QUARTERLY DMDENDS PAIDB. FUII 

Mar.31 Jun.30 Sep.30 Dec.31 Year 
,375 ,375 .375 ,395 1.52 
.395 ,395 ,395 ,415 1.6C 
,415 ,415 ,415 ,435 168 
,435 ,435 ,435 ,445 1.75 
,445 

8.5% I 9.0% I 8.9% I 9.9% I 10.9% I 12.5% I 10.9% I 11.4% I 10.5% I 8.9% I 9.5% I 10.0% IRetumon ComEquk I 10.5% 
1.9% I 2.6% I 2.7% I 3.7% I 4.5% 1 6.0% I 4.5% I 5.0% I 4.0% I 24% I 3.0% 1 4.0% IRetainedtoCom Ea I 5.0% 

eport due late April. (C) In millions. 

79% 72% I 69% I 63% I 59% I 52% I 59% I 56% I 61% I 73% I 67% I 61% IAIIDv'dstoNetProf I 54% 
BUSINESS Northwest Natural Gas Co. distributes natural gas to Owns local underground storage. Rev. breakdown: residential, 
90 mmunities. 668.000 customers, in Oregon (90% of customers) 57%; commercial, 26%; industrial, gas transportation. and other, 
and in southwest Washington state. Principal cities served: Portland 17%. Employs 1,061. BlackRock Inc. owns 7.9% of shares; officers 
and Eugene, OR; Vancouver, WA. Service area population: 2.5 mill. and directors, 1.5% (4111 proxy). CEO: Gregg S. Kanlw. Inc: 
(77% in OR). Company buys gas supply from Canadian and US.  Oregon. Address: 220 NW 2nd Ave.. Poctland. OR 97209. Tele 
producers; has transportation rights on Northwest Pipeline system. phone: 503-226421 1. Internet www.nwnalural.com. 

Northwest Natural Gas' earnings or the beginning of 2013. Given the length 
dipped in 2011, by over 12%, t o  $2.39. of time since the last rate increase, we do 
The primary contributor to  the decrease not foresee any obstacles going forward. 
was a one-time charge (of about $4 mil- and a favorable rate ruling is quite likely. 
lion) from Senate Bill 967. Consequently, Long-term projects should help the 
given the depressed state of natural top and bottom lines. Several ventures 
prices and the unlikelihood of a rebounrf?: are proceeding on schedule, with the joint 
the near future, we have reduced our 2012 venture with Encana set to benefit reve- 
estimate to $2.65, a decrease of a dime nues and earnings by mid-decade. The ex- 
from our previous figure of $2.75. pansion of the Gill Ranch storage facility 
The board of directors recently raised should also help boost volume, in turn ex- 
the dividend. The payout is now $0.445 a panding the customer base. All in ail. we 
quarter, resulting in a $1.78 annual divi- anticipate seeing a steady increase in 
dend. The hike went into effect a t  the end earnings from 2013 onward, as  volume in- 
of the fourth quarter. Given the company's creases and benefits from several solar 
history of steady dividend increases, we do projects also kick in. 
not see this trend abating in the future, But the overall picture is uncertain at 
which should attract income-oriented this point. The sudden depression in gas 
readers. prices does not augur well for the compa- 
The Oregon rate case remains on the ny's future. Barring a sudden recovery, 
agenda. The case, the company's first in Northwest Natural is in for a turbulent 
nine years, was filed at  the end of 2011. time. Investors should note that any gains 
Northwest is asking for a 6% rate in- from its projects could be more than offset 
crease, which would provide a moderate by the lower prices. 
boost to the top and bottom lines going for- This untimely equity may be attrac- 
ward. We anticipate a ruling by end of the tive to income investors that dislike 
third quarter, and the proposed changes risk (Safety: 1). 
should by implemented bv the end of 2012 Sahana Zutshi March 9. 2 O I i  

(D) Includes Intangibles. In 201 1: $371.4 mil- Company's Financial Strength 
lion. $13.90/share. Stock's Price Stability 100 

Earnings Predictability 90 

A 

Price Growth Persistence 60 
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832.0 
62.2 

33.1% 

.87 I .78 I .85 I 1.01 I .93 I .86 

1220.8 1529.7 1761.1 1924.6 1711.3 2089.1 1638.1 1552.3 
74.4 95.2 101.3 97.2 104.4 110.0 122.8 111.8 

34.8% 35.1% 33.7% 24.2% 33.0% 36.3% 28.5% 23.4% 

4.9% I 4.8% I 4.0% I 4.1% I 5.0% I 4.5% 
:APITAL STRUCTURE as of 10/31/11 

7.5% 
43.9% 
56.1% 
1051.6 

Otal Debt$1006.0mill.Due in 5 Yrs $175.0 mill. 
T Debt $675.0 mill. 
LT interest earned: 4.1~; total interest coverage: 
8.4X) 

LT Interest $46.1 mill. 

6.1% 6.2% 5.8% 5.0% 6.1% 5.3% 7.5% 7.2% 
42.2% 43.6% 41.4% 48.3% 48.4% 47.2% 44.1% 41.0% 
57.8% 56.4% 58.6% 51.7% 51.6% 52.8% 55.9% 59.0% 
1090.2 1514.9 1509.2 1707.9 1703.3 1681.5 1660.5 1636.9 'ension Assets-lO/Il $259.5 mill. 

'M Stock None 

:nrnmon Stock 72,338,303 shs. 
is of 1Z16/11 
lARKET CAP $2.4 billion (Mid Cap) 
XJRRENT POSITION 2009 2010 10/31/11 

:ash Assets 7.6 5.6 6.8 
505.6 322.2 279.2 ?her 

.unent Assets 513.2 327.8 286.0 

Oblig. $236.6 mill. 

(SHILL) 

--- 

Fiscal QUARTERLY REVENUES ($ mill.)A &: Jan.31 Apr.30 Ju1.31 0 6 3 1  
2009 779.6 455.4 180.3 222.8 
2010 673.7 472.9 211.6 194.1 
2011 652.0 392.6 197.3 192.0 
2012 680 415 225 230 
2013 695 430 240 250 
Fiscal 
z:g Jan.31 Apr.30 Ju1.31 0 6 3 1  
2009 1.10 .73 d.10 d.06 
2010 1.14 .65 d.13 d.13 
2011 1.16 .66 d.12 d.13 
2012 1.17 .68 d.10 d.10 

EARNINGS PER SHARE A 6 

\ccts Payable 115.4 115.7 129.7 
)ebt Due 366.0 302.0 331.0 

118.8 80.9 72.9 :her 
.urrent Liab. 600.2 498.6 534.1 

--- 

Full 

%E 
1638.1 
1552.3 
1433.9 
1550 
1615 

Full 

1.67 
1.55 
1.57 
1.65 

L) Fiscal year ends October 31st. 
I) Diluted earnings. Exd. extraordinary item: 
0. B$. Exd. nonrecurring gains (losses): '97, 

(2$); '10,411. Next earnings report due mid 

.95 1.11 1.27 1.32 1.28 1.40 1.49 1.67 1.55 
30 .82 .85 .91 .% .99 1.03 1.07 1.11 

1.21 1.16 1.85 2.50 2.74 1.85 2.47 1.76 2.75 
8.91 9.36 11.15 11.53 11.83 11.99 12.11 12.67 13.35 

66.18 67.31 76.67 76.70 74.61 73.23 73.26 73.27 72.28 
18.4 16.7 16.6 17.9 19.2 18.7 18.2 15.4 17.1 
1.01 .95 .88 .95 1.04 .99 1.10 1.03 1.09 

1158.5 1812.3 1849.8 1939.1 2075.3 2141.5 2240.8 2304.4 2437.7 

10.6% 11.8% 11.1% 11.5% 11.0% 11.9% 12.4% 13.2% 11.6% 
10.6% 11.8% 11.1% 11.5% 11.0% 11.9% 12.4% 13.2% 11.6% 
1.7% 3.1% 3.7% 3.6% 2.0% 3.5% 3.9% 4.8% 3.3% 

83% I 74% I 66% I 68% I 74% I 70% I 69% I 64% I 72% 

years. BUSINESS: Piedmont Natural Gas Company is primarily a regu- 

Target Price Range 
2015 I2016 12017 

80 
60 
50 
40 
30 
25 
20 
15 

1.57 1 ;.I 1.70 IEarnings pershm 1 1.90 
1.15 1.19 1.23 Div'ds Ded'd pershcm 1.35 
3.37 7.85 Cap'l Spending per sh 8.10 

13.79 13.95 14.05 Bonk Value Der sh D 14.70 
72.32 j 71.00 j 70.00 jcommon sis outsrg E i 58.00 
18.9 I E& fig&= l Avs Ann'l PIE Ratio I 18.0 

Avg Ann'l Dw'd Yield 3.9% 
1433.9 I 1550 I 1615 lRevenues($mill)A I 1765 
113.6 1 llf; ~ 120 i[Profit(r; 1 :; 

24.6% 30.0% 30.09: IncomeTaxRate 30.0% 
7.9% 7.6% 7.4% Net Proft Margin 

40.4% 43.H 46.5% Long-Term Debt Ratio 50.0% 
59.6% 9.0% 53.5% CommonE ui Ratio 50.0% 
1671.9 1835 Total Capital ($mill) 

on-regulated operations: sale of gas-powered heatina 
lated natural gas distributor, serving over 968.188 customes-in 
Nollh Carolina, Swlh Carolina, and Tennessee. 2011 revenue mix: 
residential (46%), commeraal (27%), industrial (7%), other (20%). 
Principal suppliers: Transm and Tennessee Pipeline. Gas costs: 
60.0% of revenues. '11 deprec. rate: 3.2%. Estimated plant age: 10 

Piedmont Natural Gas likely posted 
January-period earnings little 
changed from last year. (Note: The com- 
pany was evpected to issue financial results 
shortly after this report went to press.) We 
look for the natural gas distributor to con- 
tinue to register growth in the number of 
new customer accounts, despite the stag- 
nant housing markets in PNYs service 
area. Piedmont was successful in raising 
that metric by 10,500 during the course of 
2011 (the last period of available financial 
information), and we think that trend will 
continue. Alternatively, the decline in nat- 
ural gas pricing will probably weigh on 
revenues. That said, this is largely viewed 
as a technicality as gas prices are just  
passed through to the end-customer. Over- 
all, system throughput is a better gauge of 
PNYs business volumes, and that 
measure increased 10.7% in 2011, to 280 
million dekatherms. This steady mo- 
mentum ought to translate into a decent 
showing for the fiscal first quarter. 
However, things should pick up later 
this year, and we look for the compa- 
ny to log a 5% share-net advance in 
2012. Last year's completion of two power 

equipment; natural gas bmkering; propane s&s.'Has about 1,782 
employees. Gff./dir. own ab& 1.2% of common stock. BlackRock; 
7.6% (1112 proxy). Chnnn., CEO, & Pres.: Thomas E. Skains. Inc.: 
NC. Addr.: 4720 Piedmont Row Drive, Charlotte, NC 28210. Tele 
phone: 706364-31 20. Internet: www.piedmontng.com, 

generation projects a t  Duke's Buck facility 
and the Progress' Richmond facility should 
help contribute to this rise. Additional 
gains ought to stem from increased cus- 
tomer accounts. Finally, we are awaiting 
the decision for a possible rate increase by 
the Tennessee Regulatory Authority. 
Meantime, the balance sheet is in 
good shape and improving. The compa- 
ny's cash reserves advanced 20% last year, 
to roughly $6.8 million. At the same time, 
the long-term debt load has remained rela- 
tively constant, at $675 million. 
We have introduced our 2013 top- and 
bottom-line estimates at $1.615 billion 
and $1.70 a share, respectively. A t  the 
moment, PNY has two large capital un- 
dertakings in the works. The Progress' 
Wayne County and Sutton Projects have 
been completely designed, and construc- 
tion is under way on the former. while 
Sutton should begin in May or  June. Those 
ventures are slated for completion in June 
of 2012 and 2013, respectively. 
These shares don't stand out at this 
time for their yield or total return 
potential among utilities. 
Bryan J .  Fong March 9, 2012 

~~ 

Iuarkrs may not add to total due to DN'd reinvest plan available. 5% discount Company's Financial Strength B + t  
e in shares outstanding 100 
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1 yr 21.9 0 0  

4.6% 
832.0 
62.2 

33.1% 
7.5% 

43.9% 

11.59 I 12.84 I 12.45 I 10.97 1 13.01 I 17.06 

4.4% 4.1% 3.8% 3.9% 3.8% 3.8% 4.1% 4.210 3.9% Avg Ann'l Oiv'd Yield 3.9% 
1220.8 1529.7 1761.1 1924.6 1711.3 2089.1 1638.1 1552.3 1433.9 7550 1615 Rwenues[Smill)A f 765 

74.4 95.2 101.3 97.2 104.4 110.0 122.8 111.8 113.6 117 120 NetProfit(Srnill) 1 25 
34.8% 35.1% 33.7% 34.2% 330% 36.3% 28.5% 23.4% 24.6% 30.0% 30.0% IncorneTaxRate 30.0% 
6.1% 6.2% 5.8% 5.0% 6.1% 5.3% 7.5% 7.2% 7.9% 7.6% 7.4XNetProffiMargin 7.1% 

42.2% 43.6% 41.4% 48.3% 48.4% 47.2% 44.1% 41.0% 404% 43.0% 46.5% Long-Term Debt Ratio 50.0% 

1.49 I 1.62 I 1.72 I 1.70 I 1.77 I 1.81 

56.1% 
1051.6 
1158.5 
7.8% 

13.9 13.6 16.3 17.7 14.3 
.87 .78 .Bs 1.01 .93 .86 

57.8% 56.4% 58.6% 51.7% 51.6% 52.8% 55.9% 59.0% 59.6% 57.0% 53.5% ConknEquityRatio 50.0% 
1090.2 1514.9 1509.2 1707.9 1703.3 1681.5 1660.5 1636.9 1671.9 1735 1835 Total Capital ($mill) 2OOO 
1812.3 1849.8 1939.1 2075.3 2141.5 2240.8 2304.4 2437.7 2627.3 2700 2750 NetPlant(Srnill) 2900 

8.6% 7.8% 8.2% 7.2% 7.8% 8.2% 9.1% 8.4% 8.2% 8.5% 8.5% ReturnonTotal Cap'l 8.5% 

4.9% I 4.8% I 4.0% I 4.1% I 5.0% I 4.5% 
:APITAL STRUCTURE as of 10/31/11 
rota1 Debt $1006.0 mill. Due in 5 Yrs $175.0 mill. 
.T Debt $675.0 mill. 
LT interest earned: 4.1~; total interest coverage: 
L4X) 

LT Interest $46.1 mill. 

10.6% 
f0.646 
1.7% 
83% 

'ension Assets-lO/Il $259.5 mill. 
Oblia. $236.6 mill. 

11.8% 11.1% 11.5% 11.0% 11.9% 12.4% 13.2% 11.6% 11.4% 12.0% 12W ReturnonShr.Equity 13.0% 
11.8% 11.1% 11.5% 11.0% 11.9% 12.4% 13.2% 11.6% 11.4% 12.0% 720% RetumonCmEquity 130% 
3.1% 3.7% 3.6% 2.8% 3.5% 3.9% 4.8% 3.3% 3.1% 3.5% 3.5% Retainedto Corn Eq 3.5% 
74% 66% 68% 74% 70% 69% 64% 72% 73% 72% 72% AllDv'dstoNetProf 72% 

Vd Stock None 

QUARTERLY REVENUES ($ mill.) A 

2009 I n9.6 455.4 180.3 222.8 
Ends IJan.31 Apr.30 Ju1.31 Od31 

:ommon Stock 72.338.303 shs. 

Full 
F 

1638.1 

IS of 12/16/11 
HARKET CAP $2.4 billion [Mid Cap) 
ZURRENT POSITION 2009 2010 10131/11 

7.6 5.6 6.8 
($MIL) 

Cash Assets 
505.6 322.2 279.2 %her 

Current Assets 513 2 327.8 286.0 
kckPayable 115.4 115.7 129.7 
Debt Due 366.0 302.0 331.0 
Other 118.8 80.9 72.9 
Current Liab. 600.2 498.6 534.1 
FIX. Chg. COV. 316% 323% 325% 
ANNUAL RATES Past Past Est'd '09-'11 
dchange(persh) 10Yrs. 5Yrs to'lS17 
Revenues 4.5% -1.5% 3.5% 
"Cash Flow" 5.5% 4.0% 2.5% 

Dividends 4.5% 4.0% 3.5% 
Book Value 5.0% 3.0% 2.0% 

--- 

Earnings 5.0% 4.5% 2.5% 

2012 
2013 
Fiscal 
z:g 
2009 
2010 
2011 
2012 
2013 
Gal- 

endar 
2008 
2009 
2010 
2011 
2012 

680 415 225 230 I550 
695 430 240 250 1615 

Full 
Jan.31 Apr.30 Jul.31 Od31 zz; 

1.10 .73 d.10 d.06 1.67 
1.14 .65 d.13 d.13 1.55 
1.16 .66 d.12 d.13 1.57 
1.f7 .68 d.10 d.10 1.65 
1.18 .70 d.09 d.09 1.71; 
QUARTERLY DMDENDS PAID e. FUII 

Mar.31 Jun.30 Sep.30 Dec.31 Yea1 
25 26 2 6  2 6  1.02 
2 6  2 7  .27 2 7  1.07 
2 7  2 8  .28 28 1.11 
2 8  .29 2 9  29 1.15 
.29 

EARNINGS PER SHARE A B 

2010 673.7 472.9 211.6 194.1 1552.3 
2011 ---- I 652.0 392.6 197.3 192.0 I 1433.9 

total due to 

midJanuary, million, $7.29/share. 

Div'd reinvest. plan available; 5% discwnt 
(D) lndudes deferred charges. In 2011: $527.6 

Company's Financial Strength B++ 
Stock's Price Stability 100 
Price Growth Persistence 55 

.95 1.11 1.27 1.32 1.28 1.40 1.49 1.67 1.55 1.57 1.65 1.70Eamingspersh" 1.90 

.BO .82 .85 .91 .95 .99 1.03 1.07 1.11 1.15 1.19 1.23biv'dsDecl'dpershC. 1.35 
1.21 1.16 1.85 2.50 2.74 1.85 2.47 1.76 2.75 3.37 7.75 7.85 Cap'l Spending persh 8.10 
8.91 9.36 11.15 11.53 11.83 11.99 12.11 12.67 13.35 13.79 f3.95 f4.05 BookValuepershO f4.70 

66.18 67.31 76.67 76.70 74.61 73.23 73.26 73.27 72.28 72.32 71.00 70.00 ComrnonShsOutsrgE 68.00 
18.4 16.7 16.6 17.9 19.2 18.7 18.2 15.4 17.1 18.9 eo~dtiewesan AvgAnn'lPIERatio 18.0 

60.0% of revenues. '11 deprec. rate: 3.2%. Estimated plant age: 10 
Piedmont Natural Gas likely posted 
January-period earnings - little 
changed from last year. (Note: The com- 
pany was expected to issue financial resuIts 
shortly after this report went to press.) We 
look for the natural gas distributor to con- 
tinue to register growth in the number of 
new customer accounts, despite the stag- 
nant housing markets in PNY's service 
area. PiedmGnt was successful in raising 
that metric by 10.500 during the course of 
2011 (the last period of available financial 
information), and we think that trend will 
continue. Alternatively, the decline in nat- 
ural gas pricing will probably weigh on 
revenues. That said, this is largely viewed 
as a technicality as gas prices are just  
passed through to the end-customer. Over- 
all, system throughput is a better 
PNYs business volumes, a n P Z a D :  
measure increased 10.7% in 2011. to 280 
million dekatherms. This steady mo- 
mentum ought to translate into a decent 
showing for the fiscal first quarter. 
However, things should pick up later 
this year, and we look for the compa- 
ny to log a 5% share-net advance in 
2012. Last year's completion of two power 

phone: 704-364-3120, internet: www.piedmontng.com. 

generation projects a t  Duke's Buck facility 
and the Progress' Richmond facility should 
help contribute to this rise. Additional 
gains ought to stem from increased cus- 
tomer accounts. Finally, we are awaiting 
the decision for a possible rate increase by 
the Tennessee Regulatory Authority. 
Meantime, the balance sheet is in 
good shape and improving. The compa- 
ny's cash reserves advanced 20% last year, 
to roughly $6.8 million. At  the same time, 
the long-term debt load has remained rela- 
tively constant, at $675 million. 
We have introduced our 2013 top- and 
bottom-line estimates at $1.615 billion 
and $1.70 a share, respectively. A t  the 
moment, PNY has two large capital un- 
dertakings in the works. The Progress' 
Wayne County and Sutton Projects have 
been completely designed, and construc- 
tion is under way on the former, while 
Sutton should begin in May or  June. Those 
ventures are slated for completion in June 
of 2012 and 2013. respectively. 
These shares don't stand out at this 
time for their yield or total return 
potential among utilities. 
Bryan J. Fonz March 9, 201; 



R: ,i 22i m;i 1 !:si I i 
R S d  95 traded 
(16 WO 33317 33998 34237 
1996 1997 1998 1999 2000 2001 
2409 2673 3017 3024 3261 4298 
3 w  385 440 445 457 479 

39.68 
5.07 
1.16 
.E2 

17.91 
33.29 

19.9 
1.09 

3.6% 

1320.9 
38.6 

32.8% 

, 
8.19 6.19 6.40 .41 7.04 8.17 

14.20 14.09 15.67 16.31 16.82 17.27 
26. 3 27.39 30.41 30.99 31.71 32.49 
69.3 24.1 13.2 21.1 16.0 19.0 

35.96 40.14 43.59 48.47 50.28 48.53 42.00 40.18 41.07 40.95 40.85 Revenues p r s h  51.00 
5.11 5.57 5.20 5.97 6.21 5.76 6.16 6.46 6.81 7.15 7.60 "Cash flow" persh 9.40 
1.13 1.66 1.25 1.98 1.95 1.39 1.94 2.27 2.43 265 290EamingspershA 3.80 
.82 .62 .82 .82 .B6 .90 .95 1.00 1.06 1.18 1.30 Div'dsDed'dpersh 8.t 1.60 

m7.038.237.498.277.966.794.814.738.298.708.95Cap' lSpendingpersh9.40 
18.42 19.18 19.10 21.58 22.98 23.49 24.44 25.62 26.68 27.65 29.15 BookValuepersh 33.35 
34.23 36.79 39.33 41.77 42.81 44.19 45.09 45.56 45.96 47.00 48.00 Common Shsoutsrg c 51.00 
19.2 14.3 20.6 15.9 17.3 20.3 12.2 14.0 15.7 Bddtigmuare Avg Ann'l PIE Ratio 15.0 
1.09 .76 1.10 .86 .92 1.22 .81 .E9 .98 w u e b  RelativePERatio 1.00 

3.8% 3.5% 3.2% 2.6% 2.6% 3.2% 4.0% 3.2% 2.8% estinafes Avg Ann'l Dw'd Yield 2.8% 
1231.0 1477.1 1714.3 2024.7 2152.1 2144.7 1893.8 1830.4 1887.2 1925 f960 Revenues ($mill) 2600 

30.5% 34.8% 29.7% 37.3% 36.5% 40.1% 34.0% 34.7% 36.0% 35.0% 35.0% IncomeTaxRate 35.0% 
38.5 58.9 48.1 80.5 832 61.0 87.5 103.9 1123 125 140 Net Profit ($mill) 200 

4.34 1 1.39 I 6 9  1 1.20 I 1.04 1 .97 

34.1% 
1748.3 
1979.5 
4.3% 
5.9% 
6.5% 

70% 

4.7%1 4.411 3.8KI 3.1961 4.2361 3.8% 
:APITAL STRUCTURE as of 12/31/11 

34.0% 35.8% 36.2% 39.4% 41.9% 44.7% 46.5% 50.9% 56.8% 55.5% 51.0% CommonEquityRatio 53.0% 
1851.6 1968.6 2076.0 2287.8 2349.7 2323.3 2371.4 2291.7 2156.9 2350 2600 TotalCapital ($mill) 3200 
2175.7 2336.0 2489.1 26M1.1 2845.3 2983.3 3034.5 3072.4 3218.9 3300 3400 Net Plant (hill) 3750 

4.2% 5.0% 4.3% 5.5% 5.5% 4.5% 5.4% 6.1% 6.5% 7.0% 7.0% Return onTotal Cap'l 8.0% 
6.1% 8.3% 6.4% 8.9% 8.5% 5.9% 7.9% 8.9% 9.2% 9.5% ?O.W Retum on Shr. Equity 120% 

1.90/01.7%4.3% 2.2% 5.2% 4.8% 2.1% 4.1% 5.1% 5.2% 5.5% 5.5% RetainedtoComEq 7.0% 
72% 49% 65% 42% 44% 63% 48% 43% 43% 44% 45% AllDiv'dstoNetProf 41% 

6.1% 8.3% 6.4% 8.9% 0.5% 5.9% 7.9% 8.9% 9.2% 9.5% 10.0% 120% --------- - 

rota1 Debt $1253.5 mill. Due in 5 Yrs $343.0 mill. 
-T Debt $930.9 mill. 
Total interest coverage: 3 5x) (43% of Cap'l) 
-eases, Uncapltalked Annual rentals $6.0 mill. 
Jension Assets-12/11 $551.8 mill. 

Yd Stock None 

LT Interest $60.0 mill. 

Oblig. $832.8 mill. 

Gal- QUARTERLY REVENUES ($mill.) 
endar Mar.31 Jun.30 Sep.30 Dec.31 
2009 689.9 387.6 317.5 498.8 
2010 668.8 385.8 307.7 468.1 
2011 628.4 388.5 352.6 517.7 
2012 650 410 365 500 
2013 660 420 375 505 
Gal- EARNINGS PER SHARE* 

endar Mar.31 Jun.30 Sep.30 Dec.31 
2009 1.12 d.O1 d.18 1.01 
2010 1.42 d.02 d.11 .98 
2011 1.48 .09 d.34 1.19 
2012 1.55 .15 d.15 1.10 
2013 1.65 2 0  d.10 1.15 
Gal. QUARTERLY DMDENDS PAID 

endar Mar.31 Jun.30 Sep.30 Dec31 
2008 ,215 ,225 ,225 ,225 
2009 ,225 .238 ,238 ,238 
2010 ,238 ,250 ,250 ,250 
2011 ,250 ,265 ,265 265 
2012 .265 295 

Common Stock 46,093,472 shs 
as of 2/1 5H 2 

FUII 
Year 

1893.8 
1830.4 
1887.2 
1925 
1960 

FUII 
Year 
1.94 
2.27 
2.43 
265 
2.90 

FUII 
Year 

.89 

.94 

.99 
1.05 

MARKET CAP $2.0 billion [Mid Cap) 
CURR;?: POSITION 2009 2010 12/31/11 

ca&'iZets 65.3 116.1 21.9 
352.3 329.8 439.7 Other 

Current Assets 417.6 445.9 461.6 
--- 

P a t s  Payable 
Debt Due 
Other 
Current Lab. 
Fix Chg. Cov. 
ANNUAL RATES 
dehange(perW 
Revenues 
"Cash Flow" 
Earnings 
Dividends 
Book Value 

158.9 165.5 186.8 
1.3 75.1 322.6 

314.0 356.4 338.2 
474.2 597.0 847.6 

Past Past Est'd '09'11 
IOYrs SYm to'lV17 

3.5% 2.0% 3.5% 
3.0% 3.0% 6.5% 
3.0% 6.5% 9.5% 
1.5% 3.0% 8.0% 
4.0% 5.5% 4.5% 

--- 
251% 299% 359% 

A) Based on avg. shares outstand. t h ~ .  '96. 
hen diluted. Excl. nonrec. gains (losses): '97, 
6$; '02. (IO$): '05, (116): '06, 7/. Next egs. 

repwt due early May. (e) Diwdends histohally 

2.9% I 3.1% 1 4.0% I 2.8% 1 4.0% I 3.9% 1 2.8% 1 4.6% 1 5.7% I 6.0% I 6.5% 1 7.1% (Net ProfitMargin 1 7.Fk 
62.5% I 66.0% I 64.2% 1 63.8% I 64.6% I 58.1% I 55.3% I 53.5% I 49.1% 1 43.2% I 44.5% 1 46.0% ILongTermDebt Ratio I 47.0% 

BUSINESS Southwest Gas Corporation is a regulated gas dis- therms. Sold PriMerit Bank, 7/96. Has 5,754 employees. Off. 8 Dir. 
tributor sewing approximately 1.9 million customers in sections of own 1.7% of common stock; BlackRodc Inc., 8.6%; T. Rowe Price 
Arizona. Nevada, and California. Comprised of two business seg- Associates, Inc., 7.2%; GAMCO Investors. Inc.. 7.0% (311 Proxy). 
ments: natural gas operations and construction services. 201 1 mar- Chaimn: James J. Kmpid. CEO: Jeffrey W. Shaw. Inc.: C k  Ad- 
gin mix residential and small commercial, 86%; large urmmerual dress: 5241 Spring Mountain Road, Las Vegas. Nevada 89193. 
and industrial. 4%: transwrlation. 10%. Total thmuahwt: 2.1 billion TeleDhone: 702-8767237. Internet: www.swaas.m. 

Shares of Southwest Gas have traded 
higher over the past three months. 
The company finished 2011 on an im- 
pressive note, and we look for solid results 
going forward. Pipeline construction- 
services subsidiary NPL should continue 
to experience healthy growth. This busi- 
ness ought to further benefit from the re- 
placement of agin infrastructure. Mean- 
while, the utility usiness should benefit 
from recent rate relief (discussed below), 
though i t  remains to be seen whether this 
unit's operating environment will continue 
to improve. Overall, we anticipate higher 
revenues and share earnings for the cur- 
rent year. Growth may well continue in 
2013. That said, our estimates may prove 
somewhat optimistic, should material eco- 
nomic weakness emerge. 
The Arizona Corporation Commission 
has approved a rate increase for the 
company, which took effect on January 
1st. Southwest was allowed to increase its 
revenues by $52.8 million, with a return 
on equity of 9.5%. The approval also in- 
cludes a revenue decoupling mechanism to  
allow Southwest to recover fixed costs 
regardless of fluctuations in customer 

usage, and enables it to promote improve- 
ments in energy eficiency. Efforts to  
procure rate relief will remain important 
going forward, as Southwest depends on 
such approved increases to help it cope 
with risin expenses and to provide com- 
pensation for  infrastructure investment. 
The board of directors has increased 
the dividend by roughly 11%. Starting 
with the June payout, the quarterly divi- 
dend is now $0.295 per share. The compa- 
ny has increased the payout every year 
since 2007, and we expect this pattern will 
continue going forward. 
This stock is favorably ranked for 
year-ahead performance. Looking fur- 
ther out, we anticipate healthy growth in 
revenues and share earnings for the com- 
pany over the pull to 2015-2017. However. 
appreciation potential for the coming years 
appears somewhat limited, as the shares 
are trading near our Target Price Range. 
Healthy dividend growth notwithstanding, 
the stock's yield remains below average for 
a utility. As a result, most investors can 
probably find more-attractive op- 
portunities elsewhere. 
Michael Napoli, CFA March 9, 2012 

arly March, June, September, December. 
+d reinvestment and stock purchase plan 
(C) In millions. 

Company's Financial Strength B 
Stock's Prlce Stability 95 
Price Growth Persistence 65 
Earninas Predictabililv 75 



1.85 I 1.85 I 1.54 I 1.47 1 1.79 I 1.88 

' 1 . 4  
z:g 
2009 
2010 

2012 
2013 
'iscal z,:: 
2009 
2010 
2011 
2012 
2013 

Gal. 
mdar 
2008 
2009 
2010 
2011 
2012 

2011 

1.14 I 1.17 I 120 1 1.22 I 1.24 1 1.26 
2.85 I 3.20 I 3.62 I 3.42 I 2.67 I 2.68 

QUARTERLY REVENUES [$ mill.] A Full 
Dec.31 Mar.31 Jun.30 Sep.30 %y 
826.2 1040.9 427.0 412.8 27062 
727.4 1056.6 459.7 465.2 2708.! 

727.8 1050 525 497.2 2800 
740 1060 535 515 2850 

EARNlNGSPERNARE A B Full 
Dec.31 Mar.31 Jun.30 Sep.30 %E 

1.03 1.65 .I1 d.25 2.5: 
1.01 1.64 d.07 d.29 2.2i 
1.02 1.53 d.03 d.26 2.25 
1.13 1.59 .01 d.23 2.51 
1.15 1.60 Nil d.20 2.51 

QUARTERLY DMDENDS PAID ~ ~ 1 1  
Mar.31 Jun.30 Sep.30 Dec.31 Year 
.34 .36 .36 .36 1.42 
.36 .37 .37 .37 1.47 
.37 .378 .378 ,378 1.50 
,378 .39 .39 .39 1.55 
.39 

795.9 1017.2 490.3 448.1 2 7 ~  

5.4% I 5.0% 1 4.5% I 4.8% I 4.8% I 4.6% 
:APITAL STRUCTURE as of 12/31/11 . . ~  __. . 
O M  Debt $862.1 mill. Due in 5 Yro $189.2 mill. 
T Debt $584.0 mill. LT Interest $40.0 mill. 
LT interest earned: 6.2~: total interest coverage: 
8.7X) 
'ension Assets-9/11 $1,289.0 mill. 

'referred Stock $28.2 mill. Pfd. Dlv'd $1.3 mill. 
Oblig. $896.5 mill. 

:omrnon Stock 51,497,582 shs. 
IS of 1/31/12 

iARKET CAP $2.1 billion (Mid Cap) 
NRRENT POSITION 2010 2011 12/31111 

8.9 4.3 5.5 
(tMIIl-1 

:ash Assets 
708.4 720.4 1012.8 

.urrentAssets 717.3 724.7 1018.3 
--- )her 

\ccts Payable 225.4 279.4 299.4 
k b t  Due 130.5 116.5 278.1 

188.2 180.8 274.5 ?her 
.went Liab. 544.1 576.7 852.0 

--- 

2.63 4.00 3.87 3.97 3.84 3.89 4.34 4.44 4.11 
1.14 I 2.30 I 1.98 I 2.13 I 1.94 I 2.09 I 2.44 1 2.53 I 2.27 
1.27 I 1.28 I 1.30 I 1.32 I 1.35 I 1.37 1 1.41 I 1.47 I 1.50 
3.34 I 2.65 I 2.33 I 2.32 I 3.27 I 3.33 I 2.70 I 2.77 I 2.57 

15.78 16.25 16.95 17.80 18.86 19.83 20.99 21.89 22.82 
48.56 48.63 48.67 48.65 48.89 49.45 49.92 50.14 50.54 

23.1 11.1 14.2 14.7 15.5 15.6 13.7 12.6 15.1 
1.26 .63 .75 .7a .M .83 .82 .M .96 

4.8% 1 5.0% 1 4.6% I 4.2% 1 4.5% I 4.2% I 4.2% I 4.6% I 4.4% 

1584.8 I 2064.2 I 2089.6 I 2186.3 I 2637.9 I 2646.0 I 2628.2 I 2706.9 I 2708.9 
55.7 112.3 98.0 104.8 96.0 102.9 122.9 128.7 115.0 

34.0% 38.0% 38.2% 37.4% 39.0% 39.1% 37.1% 39.1% 38.7% 
3.5% 5.4% 4.7% 4.8% 3.6% 3.9% 4.7% 4.8% 4.2% 

45.7% 43.8% 40.9% 39.5% 37.8% 37.9% 35.9% 33.3% 33.4% 
52.4% I 54.3% I 57.2% I 58.6% I 60.4% I 60.3% I 62.4% I 65.0% I 65.0% 
1462.5 I 1454.9 I 1443.6 I 1478.1 I 1526.1 I 1625.4 I 1679.5 I 1687.7 I 1774.4 
1606.8 I 1874.9 I 1915.6 I 1969.7 I 2067.9 I 2150.4 I 2208.3 I 2269.1 I 2346.2 

5.3% I 9.1% I 8.2% 1 8.5% I 7.6% I 7.6% I 8.5% I 8.8% I 7.6% 
7.G% 13.7% 11.5% 11.7% 10.1% 10.2% 11.4% 11.4% 9.7% 
7.2% 14.0% 11.7% 12.0% 10.3% 10.4% 11.6% 11.6% 9.9% 
NMF 6.2% 4.1% 4.6% 3.2% 3.5% 5.0% 5.0% 3.3% 

112% 56% 65% 62% 69% 66% 57% 57% 67% 

BUSINESS: WGL Hddinqs. Inc. is the oarent of Washinqton Gas vides f 

I 

3.94 5.85 
23.49 24.60 
51.20 51.50 
17.0 Bddnl  

W U  

4.1% =Iii 

2751.5 2800 

?my related DT( 

Target Price Rangi 1 I2015(2016 12017 

15 

4.45 255 IEarninDs "Cash Flow" Der per sh r h  I Z 
f.63 I Div'ds &I'd per sh C. I f.75 
4.85 I CaD'I Spendins Der sh I 4.80 

25.60 ~BookValuepe~shO E 1 2;; 
51.75 Common Shs Outst'g 52.00 
?I am AVO Ann'l PIE Ratio F; 1;iatiieP;Ra; 1 ; 

Avg Ann'l Div'd Yield 

2850 Revenues ($mill)A 
132 NetProfd $mill 

39.0% Income Tax Rate 39.0% 

. .  
10.0% /Return on Com Equity I 10.0% 
3.5% IRetained to Com Ea 1 3.5% 
64% /All Div'ds to Net Prof I 62% 

cts in the D.C. metro area: Wash. Gas 
Light, a natural gas dis6butor in Waskington, D.C. and-adjacent 
areas of VA and MD to resident'l and comm'l users (1,082,983 
meters). Hampshire Gas, a federally regulated sub., operates an 
underground gas-storage facility in WV. Non-regulated subs.: 
Wash. Gas Energy Svcs. sells and delivers natural gas and pro- 

WGL Holdings logged a mixed bag of 
financial results for its December in- 
terim. Indeed, the top line declined ap- 
proximately 9% on a year-over-year basis, 
to $727.8 million. However, we view this 
largely as a technicality stemming from 
the decrease in natural gas prices over 
that time frame. Alternatively, the Regu- 
lated Utility unit added 9,300 active cus- 
tomer meters. On the margin front. the 
utility cost of gas declined 8.27% as a func- 
tion of revenues. This was partially offset 
by a 7.3% rise in the non-utility cost of 
energy-related sales. Elsewhere, the Retail 
Energy-Marketing segment saw the total 
number of electric accounts grow by 
33,800, to 194,400. Finally. the Commer- 
cial Energy Systems division inched back 
into positive territory as some previously 
delayed government projects came on line. 
On balance, the bottom line increased 
11%. to $1.13 a share. 
We look for the natural gas dis- 
tributor to post a double-digit earn- 
ings advance this year. This should be 
supported by steady growth a t  the regu- 
lated utility segment, solid gains a t  the 
retail energy marketing unit, and positive 

-. 
Energy Sys. designshnstalls m m ' l  heating, ventilating, and air 
cond. systems. Black Rock Inc. owns 7.4% of common stock: 
Dff./dir. less than 1% (1112 proxy). Chnn. & CEO: Terry D. McCal. 
lister. Inc.: D.C. and VA Addr.: 101 Const. Ave.. N.W., Washington 
D.C. 20080. Tel.: 202-624-6410. Internet www.wglhddings.com. 

contributions from the commercial energy 
services division. Too, warmer weather 
and lower natural gas prices should have a 
favorable effect on the wholesale energy 
solutions business, although this does not 
augur well for WGL's other operations. 
The company's balance sheet is im- 
proving. So far this year, cash reserves 
increased 27%. to $5.5 million. At the 
same time, the long-term debt load 
remains constant at about $585 million. 
We have introduced our 2013 top- and 
bottom-line estimates at $2.85 billion 
and $2.55 a share, respectively. Aside 
from steady growth in customer accounts, 
WGL is awaiting the decision for a rate in- 
crease 'in Virginia. And, the company 
plans to fde for a hike in rates for the Dis- 
trict of Columbia, as well. Finally. alterna- 
tive energy projects may also be a boon. 
These shares offer a slightly above- 
average dividend yield, when com- 
pared to all other utilities in the 
Value Line universe. However, they are 
currently trading inside our Target Price 
Range, thus, their appreciation potential is 
limited through 2015-2017. 
Bryan J. Fong March 9, 201.2 

~~~ 

. QtJy egs. may not sum to total. due to ber. Dividend reinvestment plan available. Company's Financial Strength A 
le  in shares wtstanding. Next earnings ID) Indudes deferred charges and intangibles. Stock's Price Stabllity 100 
t due late Apr (C) Dividends historically '11: $594.4 million. $11.56/sh. Price Growth Persistence 50 
narlv Febtuafv Mav. Auoust. and Novem IEI In millions adiusted for stork solit Earninns Predictabilitv 

http://www.wglhddings.com
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I i AMERICAN STS WTR CO (NYSE) 

1 AWR 35.76 ~ 0 . 4 4  (1.2504) Vol. 14.168 13528 ET 

1 ZACKS RANK: 3 - HOLD 

American States is a public utility company engaged principally in thepurchase, production, distribution and sale of 
water. The company alsodistributes electricity in some communities. In the customer service areas for both water 
and electric, rates and operations are subject to the jurisdiction of the California Public Utilities Commission. 

General Information 
AMER STATES WTR 
630 E FOOTHILL BLVD 
SAN DIMAS, CA 91 773-901 6 

Fax: 909-394-071 1 
Phone: 9093943600 

Web: httpY/wWw.aswater.com 
Email: nvestorinfoQaswater.com 

Industry UTIL-WATER 
SPLY 

Sector: Utilities 

Fiscal Year End December 
Last Completed Quarter 12/31/11 
Next EPS Date 05/03/2012 

Price and Volume Information 

Zacks Rank rk 
Yesterday’s Close 35.32 
52 Week High 38.00 
52 Week Low 30.53 
Beta 0.34 
20 Day Moving Average 102,399.45 
Target Price Consensus 40.75 

% Price Change 
4 Week 
t 2 Week 
YTD 

Share information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

-4.36 
-0.81 
1.20 

18.85 

665.71 

5.32 
06/1 0/2002 

EPS Information 
Current Quarter EPS Consensus Estimate 0.40 
Current Year EPS Consensus Estimate 2.23 

Estimated LongTerm EPS Growth Rate 12.00 

Next EPS Report Date 05/03/2012 

Fundamental Ratios 

PIE EPS Growth 
Current FY Estimate: 15.86 vs. Previous Year 

37.5 

% Price Change Relative to S&P 500 
4 Week -1.55 
12 Week -4.69 
YTD -7.54 

Dividend information 
Dividend Yield 3.17% 
Annual Dividend $1.12 
Payout Ratio 0.00 
Change in Payout Ratio 0.00 
Last Dividend Payout I Amount 02/10/2012 I $0.28 

Consensus Recommendat ions 
Current (l=Strong Buy, 5=Strong Sell) 2.14 

30 Days Ago 2.14 
60 Days Ago 2.14 

90 Days Ago 2.1 4 

Sales Growth 

-5.41% vs. Previous Year -8.1 6% 
Trailing 12 Months: 15.84 vs. Previous Quarter -57.83% vs. Previous Quarter: -20.56% 
PEG Ratio 1.32 

Price Ratios ROE ROA 
PriceBook 03/31/12 03/31/12 
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PriceICash Flow 
Price / Sales 

Current Ratio 
03/31/12 
12/31/11 
09/30/11 

Net Margin 
03/31 /I 2 
12/31 /I 1 
09/30/11 

Inventory Turnover 
03/31/12 
12/31 /I 1 
09/30/11 

1.62 
8.24 12/31/11 

- 09/30/1 i 
Quick Ratio 

- 03/31/12 
1.59 12/31/11 
1.38 09/30/11 

PreTax Margin 
- 03/31/12 

17.19 12/31/11 
17.27 09/30/11 

Debt-to-Equity 
- 03/31/12 

37.26 12/31/11 
40.72 09/30/11 

10.59 12/31fIl 
10.86 09130f11 

Operating Margin 
- 03/31/12 

1.56 12/31/11 
1.35 09/30/11 

Book Value 
- 03/31/12 

17.19 12/31/11 
17.27 09/30/1 I 

Debt to Capital 
- 03/31/12 

0.83 12/31/11 
0.84 09/30/11 

3.47 
3.53 

10.02 
9.88 

21.81 
21 6 8  

45.44 
45.66 
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CALIFORNIA WTR SVC GROUP (NYSE) ZACKS RANK: 5 -STRONG SELL 

CWT 17.82 40.18 (1.02%) Vol. 93,158 13:20 ET 

California Water Service Company's business, which is carried on through its operating subsidiaries, consists of the 
production, purchase, storage, purification, distribution and sale of water for domestic, industrial, public and irrigation 
uses, and for fire protection. It also provides water related services under agreements with municipalities and other 
private companies. The nonregulated services include full water system operation, and billing and meter reading 
services. 

General information 
CALIF WATER SVC 
1720 N FIRST ST C/O CALIFORNIA WATER 
SERVICE CO 
SAN JOSE, CA 95112 
Phone: 4083678200 
Fax: 831-427-9185 
Web: http://www.calwatergroup.com 
Email: None 

Industry 

Sector: Utilities 

Fiscal Year End December 
Last Completed Quarter 12/31/11 
Next EPS Date 05/02/2012 

Price and Volume Information 

UTIL-WATER 
SPLY 

Zacks Rank 
Yesterday's Close 
52 Week High 

52 Week Low 
Beta 

20 Day Moving Average 
Target Price Consensus 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

EPS lnformation 

kk 
17.64 
19.37 
16.65 
0.28 

227,346.55 
20.6 

-3.92 
-3.29 
-3.40 

41.82 

737.65 

2.89 
06/13/2011 

Current Quarter EPS Consensus Estimate 0.04 

Current Year EPS Consensus Estimate 1.06 
Estimated Long-Term EPS Growth Rate 10.00 

Next EPS Report Date 05/02/2012 

Fundamental Ratios 
PIE EPS Growth 

Current FY Estimate: 16.60 vs. Previous Year 

18.6 CCUTI 30-Day Closms Prices 

18.4 

18.2 

18.0 

17.8 

17.6 

03-19-12 O+- 16- 12 

% Price Change Relative to S&P 500 
4 Week -1.1 0 
12 Week -7.07 
YTD -1 1.99 

Dividend Information 

Annual Dividend $0.63 
Payout Ratio 0.00 
Change in Payout Ratio 0.00 

Dividend Yield 3.57% 

Last Dividend Payout / Amount 02/02/2012 / $0.16 

Consensus Recommendations 
Current (l=Strong Buy, 5=Strong Sell) 2.38 

30 Days Ago 2.38 
60 Days Ago 2.00 
90 Days Ago 2.00 

Sales Growth 
-65.22% vs. Previous Year -2.32% 

Trailing 12 Months: 20.63 vs. Previous Quarter -92.00% vs. Previous Quarter: -39.14% 

PEG Ratio 1.66 
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Price Ratios 
PricelBook 
PriceICash Flow 
Price I Sales 

Current Ratio 
03/31 / I  2 

12/31/11 
09/30/11 

Net Margin 
03/31/12 
12/31/11 

09/30/11 

Inventory Turnover 
03/31/12 
12/31/11 
09/30/11 

ROE 
1.64 03/31/12 

8.44 12/31/11 
- 09/30/11 

Quick Ratio 
- 03/31/12 

0.75 12/31/11 

0.97 09/30/11 

Pre-Tax Margin 
- 03/31/12 

12.13 12/31/11 
13.44 09/30/11 

Debt-to-Equity 
- 03/31/12 

34.01 12/31/11 
33.41 09/30/11 

ROA 
- 03/31/12 

8.13 12/31/11 
8.88 09/30/11 

Operating Margin 
- 03/31/12 

0.71 12/31/11 
0.93 09/30/11 

Book Value 
- 03/31/12 

12.13 12/31/11 
13.44 09/30/11 

Debt to Capital 
- 03/31/12 

1.07 12/31/11 

1.05 09/30/11 

http://www .zacks.com/research/pnnt.php?type=report&t=CWT 
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MIDDLESEX WATER CO (NASD) ZACKS RANK: 3 - HOLD 

MSEX 38.25 60.08 (0.44%) Vol. 3,073 1339 ET 

Middlesex Water Company treats, stores and distributes water for residential, commercial, industrial and fire 
prevention purposes. 

General Information 
MIDDLESEX WATER 
1500 RONSON RD P 0 BOX 1500 
ISELIN. NJ 08830 
Phone:'7326341500 
Fax: 732-638-751 5 
Web: http://www.middlesexwater.com 
Email: bsohler@middlesexwater.com 

Industry UTIL-WATER 
SPLY 

Sector: Utilities 

Fiscal Year End December 
Last Completed Quarter 12/31/11 
Next EPS Date 05/11 /2012 

Price and Volume Information 

Zacks Rank A 
Yesterday's Close 18.17 
52 Week High 19.60 
52 Week Low 16.51 

Beta 0.46 
20 Day Moving Average 27,818.00 
Target Price Consensus 20 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

EPS Information 

% Price Change Relative to S&P 500 
-2.00 4 Week 0.88 
-2.15 12Week -5.98 
-2.63 YTD -1 1.27 

Dividend Information 

Annual Dividend $0.74 
5.70 Dividend Yield 4.07% 

285.32 Payout Ratio 0.00 
13.51 Change in Payout Ratio . 0.00 

111 712003 Last Dividend Payout 1 Amount 02/13/2012 I $0.1 9 

Consensus Recommendations 
Current Quarter EPS Consensus Estimate 
Current Year EPS Consensus Estimate 0.97 30 Days Ago 
Estimated Long-Term EPS Growth Rate - 60 Days Ago 

Next EPS Report Date 05/11/2012 90 Days Ago 

Fundamental Ratios 
PIE EPS Growth Sales Growth 

Current FY Estimate: 18.67 vs. Previous Year -25.00% vs. Previous Year 

Trailing 12 Months: 21.63 vs. Previous Quarter -62.50% vs. Previous Quarter: 

PEG Ratio 

0.16 Current (I=Strong Buy, 5=Strong Sell) 

Price Ratios ROE 
PriceIBook 1.61 03/31/12 

ROA 
- 03/31/12 

2.33 
2.33 
2.33 
2.33 

-6.68% 

18.73% 
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Price/Cash Flow 

Price / Sales 

Current Ratio 
03/31/12 
12/31/11 
09/30/11 

Net Margin 
03/31/12 
12/31/11 
09/30/11 

Inventory Turnover 
03/31/12 
12/31/1 I 
09/30/11 

11.90 12/31/11 
- 09/30/11 

Quick Ratio 
- 03/31/12 

0.49 12/31/11 
0.57 09/30/11 

Pre-Tax Margin 
- 03/31/12 

19.57 12/31/11 

20.1 0 09/30/11 

Debt-to-Equity 
- 03/31/12 

30.28 12/31/11 

29.83 09/30111 

7.65 12/31/11 

8.02 09/30/11 

Operating Margin 
- 03/31/12 

0.45 12/31/11 
0.53 09/30/11 

Book Value 
- 03/31/12 

19.57 12/31/11 
20.1 0 09/30/11 

Debt to Capital 
- 03/31/12 

0.75 12/31/11 

0.75 09/30/11 

http://www .zacks.com/researchlprint.php?type=report&t=MSEX 
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SJW CORP (NYSE) ZACKS RANK 3 - HOLD 

S J W  23.92 hO.18 (0.76%) Vol. 17.060 13:19 ET I 
SJW CORP. is a holding company which operates through its wholly-ownedsubsidiaries, San Jose Water Co., SJW 
Land Co., and Western Precision, IncSan Jose Water Co., is a public utility in the business of providing 
waterservice to a population of approximately 928,000 people. Their servicearea encompasses about 134 sq. miles 
in the metropolitan San Juan area.SJW Land Co. operates parking facilities located adjacent to the 
theirheadquarters and the San Jose area. 

General Information 
SJW CORP 
110 W. TAYLOR STREET 
SAN JOSE, CA 951 10 
Phone: 4082797800 
Fax: 408-279-7917 
Web: httpY/www.sjwater.com/ 
Email: boardofdirectors@sjwater.com 

Industry UTIL-WATER 
SPLY 

Sector: Utilities 

Fiscal Year End December 
Last Completed Quarter 12/31/11 
Next EPS Date 04/25/2012 

Price and Volume information 

Zacks Rank 
Yesterday's Close 
52 Week High 

52 Week Low 
Beta 
20 Day Moving Average 
Target Price Consensus 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

EPS Information 

25.2 lk 25.0 
23.74 24.8 

25.32 24.6 
24.4 

20.87 24.2 
24.0 

0.57 23.8 
23.6 
23.4 

27.67 23.2 

24,341 .OO 

03-19-12 M-16-12 

-2.06 
3.40 
0.42 

18.62 

442.02 

12.75 
0311 712006 

Current Quarter EPS Consensus Estimate 0.02 

Current Year EPS Consensus Estimate 0.94 
Estimated Long-Term EPS Growth Rate 

Next EPS Report Date 04/25/2012 

Fundamental Ratios 
PIE EPS Growth 

Current FY Estimate: 25.34 vs. Previous Year 

% Price Change Relative to S&P 500 

4 Week 0.81 
12 Week -0.65 
YTD -9.39 

Dividend Information 

Annual Dividend $0.71 
Payout Ratio 0.00 
Change in Payout Ratio 0.00 
Last Dividend Payout /Amount 02/02/2012 /$0.18 

Dividend Yield 2.99% 

Trailing 12 Months: 25.53 vs. Previous Quarter 
PEG Ratio 

Consensus Recommendations 
Current (1 =Strong Buy, 5=Strong Sell) 1.67 

30 Days Ago 1.67 

60 Days Ago 2.33 
90 Days Ago 2.33 

Sales Growth 
70.00% vs. Previous Year 22.83% 

-61.36% vs. Previous Quarter: -15.66% 
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Price Ratios 
PricelBook 

PriceICash Flow 
Price / Sales 

Current Ratio 
0313 1 /I 2 

12/31/11 
09/30/11 

Net Margin 
03/31/12 

12/31/11 
09/30111 

Inventory Turnover 
03/31/12 
1 2/31 /11 
09/30/11 

ROE 
1.67 03/31/12 
8.79 12/31/11 

- 09/30/11 

Quick Ratio 
- 03/31/12 

2.44 12/31/11 
2.31 09/30/11 

Pre-Tax Margin 
- 03/31/12 

14.83 12/31/11 

16.55 09/30111 

Debt-to-Equity 
- 03/31/12 

106.64 12/31/11 
105.35 09/30/11 

ROA 
- 03/31/12 

6.79 12/31/11 
6.34 09/30/11 

Operating Margin 
- 03/31/12 

2.40 12/31/11 
2.28 09/30/11 

Book Value 
- 03/31/12 

14.83 12/31/11 
16.55 09/30/11 

Debt to Capital 
- 03/31/12 

1.30 12/31/11 
1.32 09/30/1 I 

http://www .zacks.com/research/print.php?type=report&t=SJW 
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ZACKS RANK: 3 - HOLD AQUA AMERICA INC (NYSE) 

Aqua America is the largest publicly-traded US.-based water utility sewing residents in Pennsylvania, Ohio, Illinois, 
Texas, New Jersey, Indiana, Virginia, Florida, North Carolina, Maine, Missouri, New York, South Carolina and 
Kentucky. The company has been committed to the presewation and improvement of the environment throughout its 
history, which spans more than 100 years. 

General Information 
AQUA AMER INC 
762 W. LANCASTER AVE 

Phone: 61 0-527-8000 
Fax: 61 0-645-1061 
Web: httpj/www.aquaamerica.com 
Email: None 

WTR 22.03 ~ 0 . 3 3  (1.52%) VOl. 238,226 1322 ET 

BRYN MAWR, PA 1901 0-3489 

Industry UTIL-WATER 
SPLY 

Sector: Utilities 

Fiscal Year End December 
Last Completed Quarter 12/31/11 
Next EPS Date 05/03/2012 

Price and Volume Information 

Zacks Rank k i i  
Yesterday's Close 21.70 
52 Week High 23.28 
52 Week Low 19.28 
Beta 0.21 
20 Day Moving Average 387,155.69 
Target Price Consensus 24.71 

03-13-12 04-16-12 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

% Price Change Relative to S&P 500 

-1.36 4 Week 
-0.32 12 Week 
-1.59 YTD 

1.53 
-4.22 

10.43 

Dividend information 

Annual Dividend $0.66 

0.00 
02/15/2012 / $0.1 7 

38.88 Dividend Yield 3.04% 

3,013.63 Payout Ratio 0.00 
,.g6 Change in Payout Ratio 

2/02/2005 Last Dividend Payout / Amount 

EPS Information Consensus Recommendations 
Current Quarter EPS Consensus Estimate 0.21 Current (I=Strong Buy, 5=Strong Sell) 2.15 

Current Year EPS Consensus Estimate 1.08 30 Days Ago 2.15 
Estimated Long-Term EPS Growth Rate 8.30 60 Days Ago 1.92 
Next EPS Report Date 05/03/2012 90 Days Ago 1.92 

Fundamental Ratios 
PIE EPS Growth Sales Growth 

Trailing 12 Months: 23.08 vs. Previous Quarter -33.33% vs. Previous Quarter: -12.48% 

PEG Ratio 2.43 

Price Ratios ROE ROA 

Current FY Estimate 20.08 vs. Previous Year -4.76% vs Previous Year -3.69% 
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PriceIBook 
PriceICash Flow 
Price / Sales 

Current Ratio 
03/31/12 
1 2/31 /I 1 
09/30/11 

Net Margin 
0313 1 /I 2 
12/31 /I 1 
09/30/11 

Inventory Turnover 
03/31/12 
12/31/11 
09/30/11 

2.40 03/31/12 
12.43 12/31/11 

- 09/30/11 

Quick Ratio 
- 03/31/12 

0.75 12/31/11 
0.78 09/30/11 

Pre-Tax Margin 
- 03/31/12 

30.32 12/31/11 
29.01 09/30/11 

Debt-to-Equity 
- 03/31/12 

23.76 12/31/11 
24.09 09/30/11 

- 03/31/12 
10.73 12/31/11 
10.94 09/30/11 

Operating Margin 
- 03/31/12 

0.73 12/31/11 
0.76 09/30/11 

Book Value 
- 03/31/12 

30.32 12/31/11 
29.01 09/30/11 

Debt to Capital 
- 03/31/12 

1.11 12/31/11 
1.1 6 09/30/11 

http://www .zacks.com/research/print.php?type=report&t=WTR 
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ZACKS RANK 5 - STRONG SELL 1 
I 1 AGL RESOURCES INC (NYSE) 

I GAS 38.34 a0.18 (0.47%) Vol. 217,983 13:24 ET 

AGL Resources principal business is the distribution of natural gas to customers in central, northwest, northeast and 
southeast Georgia and the Chattanooga, Tennessee area through its natural gas distribution subsidiary. AGL's 
major service area is the ten county metropolitan Atlanta area. 

General Information 
AGL RESOURCES 
TENPEACHTREEPLACE 
ATLANTA, GA 30309 
Phone: 4045844000 

Web. httpY/www.aglresources.com 
Email: scave@aglresources.com 

Sector: Utilities 

Fiscal Year End December 
Last Completed Quarter 12/31/11 
Next EPS Date 05/03/20 1 2 

Price and Volume Information 

FEU: 404-584-3945 

Industry UTIL-GAS DISTR 

Zacks Rank 
Yesterday's Close 
52 Week High 
52 Week Low 
Beta 
20 Day Moving Average 
Target Price Consensus 

% Price Change 
4 Week 

12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

EPS information 

& 
38.16 
43.69 

34.08 
0.41 

496,616.1 9 
41.8 

39.8 
39.6 
39.4 
39.2 

38.6 
38.4 
38.2 
38.0 
37.8 

% Price Change Relative to S&P 500 
-1.37 4 Week 1.52 

-8.97 12Week -12.53 
-9.70 YTD -17.82 

Dividend Information 

Annual Dividend $1.80 

0.00 
02/15/2012 1 $0.35 

, 17,23 Dividend Yield 4.72% 

4,473.54 Payout Ratio 0.00 
2, 8 Change in Payout Ratio 

2/04/1 995 Last Dividend Payout I Amount 

Consensus Recommendations 
Current Quarter EPS Consensus Estimate 1.37 Current (l=Strong Buy, 5=Strong Sell) 2.57 
Current Year EPS Consensus Estimate 2.83 30 D5ys Ago 2.57 
Estimated Long-Term EPS Growth Rate 4.10 60 Days Ago 2.57 

Next EPS Report Date 

Fundamental Ratios 
PIE 

Current FY Estimate: 13.50 

Trailing 12 Months: 13.39 

PEG Ratio 3.33 

Price Ratios 
PricdBook 0.90 

05/03/2012 90 Days Ago 2.57 

EPS Growth Sales Growth 

vs. Previous Quarter 4,250.00'30 vs. Previous Quarter: 167.80% 

vs. Previous Year 1.1 6% vs. Previous Year 18.80% 

ROE ROA 
03/31/12 - 03/31/12 
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PriceICash Flow 
Price 1 Sales 

Current Ratio 
03/31/12 
12/31/11 
09/30/11 

Net Margin 
03/31/12 
12/31 /I 1 
09/30/11 

Inventory Turnover 
03/31 /I 2 
1 2/31 /I 1 
09/30/11 

7.18 12/31/11 
- 09/30/11 

Quick Ratio 
- 03/31/12 

0.89 12/31/11 
1.58 09/30/11 

Pre-Tax Margin 
- 03/31/12 

13.30 12/31/11 
15.41 0913Ol11 

Debt-to-Equity 
- 03/31/12 

2.77 12/31/11 
2.82 09/30/11 

10.23 12/31/11 
1 1.78 09/30/11 

Operating Margin 
- 03/31/12 

0.65 12/31/11 
1.02 09/30/11 

Book Value 
- 03/31/12 

13.30 12/31/11 
15.41 09/30/11 

Debt to Capital 
- 03/31/12 

1.07 12/31l11 
1.43 09/30/11 

http://www.zacks.com/research/print.php?type=report&t=GAS 
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ATMOS ENERGY CORP (NYSE) ZACKS RANK 4 - SELL 

A T 0  31.64 AO.19 IO.6096) VOl. 257.972 13:24 ET 

Atmos Energy Corporation distributes and sells natural gas to residential, commercial, industrial, agricultural and 
other customers. Atmos operates through five divisions in cities, towns and communities in service areas located in 
Colorado, Georgia, Illinois, Iowa, Kansas, Kentucky, Louisiana, Missouri, South Carolina, Tennessee, Texas and 
Virginia. The Company has entered into an agreement to sell all of its natural gas utility operations in South Carolina. 
The Company also transports natural gas for others through its distribution system. 

General Information 
ATMOS ENERGY CP 
1800 THREE LINCOLN CTR 5430 LBJ 
FREEWAY 
DALLAS, TX 75240 
Phone: 9729349227 
Fax: 972-855-3040 
Web: http://ww.atmosenergy.com 
Email: None 

Industry UTIL-GAS DlSTR 
Sector: Utilities 

Fiscal Year End September 
Last Completed Quarter 12/31/11 
Next EPS Date 05/02/2012 

Price and Volume information 

Zacks Rank r;;l 
Yesterday's Close 31.45 
52 Week High 35.55 
52 Week Low 28.51 
Beta 0.48 
20 Day Moving Average 433,119.59 
Target Price Consensus 34.5 

% Price Change 
4 Week 
12 Week 

YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

EPS Information 

I 4  32.0 

% Price Change Relative to S&P 500 
2.18 4 Week 5.17 

-3.44 12 Week -7.22 
-5.70 YTD -14.83 

Dividend Information 

Annual Dividend $1.38 

0.00 
02/23/2012 / $0.34 

Dividend Yield 4.39% 

2,837.39 Payout Ratio 0.00 
1.02 Change in Payout Ratio 

05/17/, 994 Last Dividend Payout / Amount 

Consensus Recommendations 
Current Quarter EPS Consensus Estimate 1.43 Current (1 =Strong Buy, 5=Strong Sell) 2.86 
Current Year EPS Consensus Estimate 2.32 30 Days Ago 2.86 

Estimated Long-Term EPS Growth Rate 4.70 60 Days Ago 2.86 
Next EPS Report Date 05/02/2012 90 Days Ago 2.86 

Fundamental Ratios 
PIE EPS Growth Sales Growth 

Current FY Estimate: 13.54 vs. Previous Year -24.69% vs. Previous Year -2.83% 
Trailing 12 Months: 15.34 vs. Previous Quarter 916.67% vs. Previous Quarter: 46.1 4% 
PEG Ratio 2.90 
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Price Ratios 
Price/Book 

PriceICash Flow 
Price / Sales 

Current Ratio 
03/31 / I  2 
12/31/11 
09/30/11 

Net Margin 
03/31/12 
1 2/31 /I 1 
09/30/11 

Inventory Turnover 
03/31/12 

1 2/31 /I 1 
09/30/11 

ROE 
1.25 03/31/12 

6.63 12/31/11 
- 09/30/11 

Quick Ratio 
- 03/31/12 

1.07 12/31/11 
1 .17 09/30/11 

Pre-Tax Margin 
- 03/31/12 

7.04 12/31/11 

7.19 09/30/11 

Debt-to-Equity 
- 03/31/12 

12.51 12/31/11 
12.46 09/30/11 

ROA 
- 03/31/12 

8.09 12/31/11 
8.88 09/30/11 

Operating Margin 
- 03/31/12 

0.79 12/31/11 

0.83 09/30/11 

Book Value 
- 03/31/12 

7.04 12/31/11 

7.1 9 09/30/11 

Debt to Capital 
- 03/31/12 

0.97 12/31/11 
0.98 09/30/11 

2.59 
2.88 

4.33 
4.72 

25.1 0 
24.98 

49.31 
49.45 
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LACLEDE GROUP INC (NYSE) ZACKS RANK 3 - HOLD 1 LG 39.39 ~0.29 (0.74%) Vol. $9,955 1323 ET 

The Laclede Group, Inc. is a public utility engaged in the retail distribution and transportation of natural gas. The 
Company, which is subject to the jurisdiction of the Missouri Public Service Commission, serves the City of St. Louis, 
St. Louis County, the City of St. Charles, St. Charles County, the town of Arnold, and patts of Franklin, Jefferson, St. 
Francois, Ste. Genevieve, Iron, Madison and Butler Counties, all in Missouri. 

General Information 
LACLEDE GRP INC 
720 OLIVE ST 
ST LOUIS, MO 63101 
Phone: 3143420500 
Fax: 314-421-1979 
Web: httpY/www.thelacledegroup.com 
Email : kullman@Iacledegas.com 

Industry 
Sector: 

UTIL-GAS DISTR 
Utilities 

Fiscal Year End September 
Last Completed Quarter 12/31/11 
Next EPS Date 04/27/20 1 2 

Price and Volume Information 

Zacks Rank #k 
Yesterday’s Close 39.10 
52 Week High 43.00 
52 Week Low 32.90 
Beta 0.06 
20 Day Moving Average 88,466.25 
Target Price Consensus 42 

% Price Change 
4 Week 
12 Week 

YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

40.0 

39.8 

39.6 

39.4 

39.2 

39.0 

38.8 

38.6 

03-13-12 OI-16-12 

% Price Change Relative to S&P 500 
-1.91 4Week 0.97 
-3.53 12Week -7.30 
-3.39 YTD -1 2.44 

Dividend Information 

Annual Dividend $1.66 

0.00 
03/08/2012 / $0.41 

22.49 Dividend Yield 4.25% 

879.20 Payout Ratio 0.00 
9.s4 Change in Payout Ratio 

03/08/1994 Last Dividend Payout 1 Amount 

EPS Information Consensus Recommendations 
Current Quarter EPS Consensus Estimate 1.36 Current (1 =Strong Buy, 5=Strong Sell) 3.00 
Current Year EPS Consensus Estimate 2.68 30 Days Ago 3.00 
Estimated Long-Term EPS Growth Rate 3.00 60 Days Ago 3.00 

Next EPS Report Date 04/27/2012 90 Days Ago 3.00 

Fundamental Ratios 
PIE EPS Growth 

Current FY Estimate: 14.60 vs. Previous Year 5.71% vs. Previous Year -7.49% 
51.60% Trailing 12 Months: 13.72 vs. Previous Quarter 892.86% vs. Previous Quarter: 

PEG Ratio 4.87 

Sales Growth 

Price Ratios ROE 
PriceIBook 1.49 03/31/12 

ROA 
03/31/12 
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PriceICash Flow 
Price I Sales 

Current Ratio 
03/31/12 
12/31/11 
09/30/11 

Net Margin 
03/31/12 
12’31/11 
09/30/11 

Inventory Turnover 
03/31 11 2 
1 213 1 /I I 
09/30/11 

8.58 12/31/11 

- 09/30/11 

Quick Ratio 
- 03/31/12 

1.29 12/31 I1 1 
1.59 09/30/11 

Pre-Tax Margin 
- 03/31/12 

6.10 12/31/11 

5.80 09/30/11 

Debt-to-Equity 
- 03/31/12 

12.27 12/31/11 

12.58 09/30/11 

11.03 12/31/11 

10.96 09/30/11 

Operating Margin 
- 03/31/12 

0.89 12/31/11 
1.04 09/30/11 

Book Value 
- 03/31/12 

6.10 12/31/11 
5.80 09/30/11 

Debt to Capitaf 
- 03/31/12 

0.58 12/31/11 
0.64 09/30/11 

http://www .zacks.codresearch/print.php?type=report&t=LG 
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I NEW JERSEY RES (NVSE) ZACKS RANK: 4 - SELL 

NJR 43.04 ~ 0 . 3 4  (0.80%) Vol. 92.937 13:24 ET 

NJ RESOURCES is an exempt energy svcs holding company providing retail & wholesale natural gas & related 
energy services to customers from the Gulf Coast to New England. Subsidiaries include: (1) N J Natural Gas Co, a 
natural gas distribution company that provides regulated energy & appliance services to residential, commercial & 
industrial customers in central & northern N J. (2) NJR Energy Holdings Corp formerly NJR Energy Svcs Corp & (3) 
NJR Development Corp, a sub-holding company of NJR, which includes the Company's remaining unregulated 
operating subsidiaries. 

General Information 
NJ RESOURCES 
141 5 WYCKOFF RD PO BOX 1468 
WALL, NJ 07719 
Phone: 9089381494 
Fax: 732-938-2134 
Web: http://www.njresources.com 
Email: dpuma@njresources.com 

Sector: Utilities 

Fiscal Year End September 
Last Completed Quarter 12/31/11 
Next EPS Date 05/02/2012 

Price and Volume information 

Industry UTIL-GAS DlSTR 

Zacks Rank A& 
Yesterday's Close 42.70 

52 Week High 50.48 
52 Week Low 39.60 
Beta 0.24 
20 Day Moving Average 222,499.25 
Target Price Consensus 47.25 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

-4.09 

-10.71 
-13.21 

41.48 

1,771.07 

10.41 
03/04/2008 

EPS Information 
Current Quarter EPS Consensus Estimate 1.59 
Current Year EPS Consensus Estimate 2.74 

Estimated Long-Term EPS Growth Rate 4.50 
Next EPS Report Date 05/02/2012 

Fundamental Ratios 
PIE EPS Growth 

Current FY Estimate: 15.60 vs. Previous Year 

46.0 

45.5 

I 
+4.5 

144.0 
43.5 

143.0 

% Price Change Relative to S&P 500 
4 Week -1.27 

12 Week -14.20 
YTD -21.26 

Dividend Information 

Dividend Yield 3.56% 
Annual Dividend $1 52  
Payout Ratio 0.00 
Change in Payout Ratio 0.00 
Last Dividend Payout I Amount 0311 3/2012 / $0.38 

Consensus Hecommendations 
Current (1 =Strong Buy, 5=Strong Sell) 3.29 
30 Days Ago 3.00 
60 Days Ago 3.00 
90 Days Ago 2.88 

Sales Growth 

55.71% vs. Previous Year -9.92% 
Trailing 12 Months: 14.48 vs. Previous Quarter 5,350.00% vs. Previous Quarter: -4.25% 
PEG Ratio 3.47 
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Price Ratios 
Price/Book 
PriceICash Flow 
Price / Sales 

Current Ratio 
03/31 /I 2 
12/31/11 
09/30/11 

Net Margin 
03/3 1 /I 2 
1 2/31 /I 1 
09/30/11 

Inventory Turnover 
03/31/12 
12/31 I 1  1 
09/30/11 

ROE 
2.16 03/31/12 
12.48 12/31111 

- 09/30/11 
Quick Ratio 

- 03/31/12 
1.03 12/31/11 
1.04 09/30/11 

Pre-Tax Margin 
- 03/31/12 

5.53 12/31/11 
4.22 09/30/11 

Debt-to-Equity 
- 03/31/12 

9.90 12/31/11 
9.61 09/30/11 

ROA 
- 03/31/12 

15.44 12/31/11 
13.77 09/30/11 

Operating Margin 
- 03/31/12 

0.68 12/31/11 
0.61 09/30/1 I 

Book Value 
- 03/31/12 

5.53 12/31/11 
4.22 09/30/11 

Debt to Capital 
- 03/31/12 

0.53 12/31/11 
0.55 09/30/11 

http://www .zacks.com/research/print.php?type=report&t=NJR 
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19.81 
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I NORTHWEST NAT GAS CO (NYSE) ZACKS RANK 3 - HOLD I 
NWN 45.07 60.52 (1.17%) Vol. 18,398 13:25 ET 

NW Natural is principally engaged in the distribution of natural gas.The Oregon Public Utility Commission (OPUC) 
has allocated to NW Naturalas its exclusive service area a major portion ofwestern Oregon, including the Portland 
metropolitan area, most of the fertile Willamette Valley and the coastal area from Astoria to Coos Bay. NW Natural 
also holds certificates from the Washington Utilities and Transportation Commission (WUTC) granting it exclusive 
rights to serve portions of three Washington counties bordering the Columbia River. 

General Information 
NORTHWEST NAT G 
ONE PACIFIC SQUARE 220 NW SECOND AVE 

Phone: 503226421 1 

Web: http://www.nwnatural.com 
Email: Bob.Hess@nwnatural.com 

PORTLAND, OR - 
Fax: 503-273-4824 

Industry UTIL-GAS DlSTR 
Sector: Utilities 

Fiscal Year End December 
Last Completed Quarter 12/31/11 
Next EPS Date 05/04/2012 

Price and Volume Information 

Zacks Rank 
Yesterday's Close 
52 Week High 

52 Week Low 
Beta 
20 Day Moving Average 
Target Price Consensus 

did 
44.55 
49.49 
39.63 

0.31 
97,379.20 

48.13 

Yo Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

EPS Information 

96 Price Change Relative to S&P 500 
-1.70 4Week 1.18 
-5.77 12 Week -9.46 
-7.05 YTD -15.63 

Dividend Information 

Annual Dividend $1.78 

0.00 
01/27/2012 / $0.44 

26,79 Dividend Yield 4.00°/o 

1,193.58 Payout Ratio 0.00 
17.26 Change in Payout Ratio 

09/09/~996 Last Dividend Payout / Amount 

Consensus Recommendations 
Current Quarter EPS Consensus Estimate 1.51 Current (l=Strong Buy, 5=Strong Sell) 2.40 
Current Year EPS Consensus Estimate 2.50 30 Days Ago 2.40 

Next EPS Report Date 05/04/2012 90 Days Ago 2.33 

Fundamental Ratios 
PIE EPS Growth Sales Growth 

Trailing 12 Months: 17.40 vs. Previous Quarter 451.61 % vs. Previous Quarter: 190.63% 

PEG Ratio 4.14 

Price Ratios ROE ROA 

Estimated Long-Term EPS Growth Rate 4.30 60 Days Ago 2.20 

Current FY Estimate: 17.82 vs. Previous Year -1.80% vs. Previous Year 1.14% 
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PricelBook 
PriceiCash Flow 
Price I Sales 

Current Ratio 
03/31/12 
12/31/11 

09/30/11 

Net Margin 
03/31/12 
12/31/11 

09/30/11 

inventory Turnover 
03/31 /I 2 
12/31/11 

09/30/11 

1.66 03/31/12 

8.60 12/31/11 
- 09/30/11 

Quick Ratio 
- 03/31/12 

0.84 12/31/11 

0.62 09/30/11 

Pre-Tax Margin 
- 03/31/12 

12.64 12/31/11 
12.77 09/30/11 

Debt-to-Equity 
- 03/31/12 

8.27 12/31/11 
8.07 09/30/11 

- 03/31/12 
9.59 12/31/11 
9.71 09/30/11 

Operating Margin 
- 03/31/12 

0.66 12/31/11 

0.41 09/30/11 

Book Value 
- 03/31/12 

12.64 12/31/11 
12.77 09/30/11 

Debt to Capital 
- 03/31/12 

0.90 12/31/11 

0.86 09/30/11 

http://www .zacks.com/research/print. php?type=report&t=NWN 
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2.67 

8.05 
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26.76 
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PIEDMONT NAT GAS INC (NYSE) ZACKS RANK: 3 - HOLD 

PNY 29.83 *0.27 (0.91%) Vol. 199,795 1328 ET 

Piedmont Natural Gas Co. Inc., is an energy and services company engaged in the transportation and sale of natural 
gas and the sale of propane to residential, commercial and industrial customers in North Carolina, South Carolina 
and Tennessee. The Company is the second-largest natural gas utility in the southeast. The Company and its non- 
utility subsidiaries and divisions are also engaged in acquiring, marketing and arranging for the transportation and 
storage of natural gas for large-volume purchasers, and in the sale of propane to customers in the Company's three- 
state service area. 

General In format ion 
PIEDMONT NAT GA 
4720 PIEDMONT ROW DR 
CHARLOTTE, NC 28233 
Phone: 70436431 20 
Fax: 704-365-3849 
Web: http://www.piedmontng.com 
Email: nvestorrelations@piedmontng.com 

Sector: Utilities 

Fiscal Year End October 
Last Completed Quarter 01/31/12 
Next EPS Date 06/06/2012 

Price and Volume Informat ion 

Industry UTIL-GAS DISTR 

Zacks Rank d-2 

Yesterday's Close 29.56 
52 Week High 34.74 
52 Week Low 25.86 
Beta 0.29 

20 Day Moving Average 355,084.91 
Target Price Consensus 31 6 7  

32.0 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

-6.60 
-9.74 

-13.01 

% Price Change Relative to S&P 500 
4 Week -3.86 
12 Week -13.27 
YTD -20.70 

Dividend Information 
71 ,69 Dividend Yield 4.06% 

Annual Dividend $1.20 

2,119.04 Payout Ratio 0.79 
0.09 

03/21/2012 / $0.30 

9.96 Change in Payout Ratio 

11/01/2004 Last Dividend Payout / Amount 

EPS lnforrnat ion Consensus Recommendat ions 

Current Quarter EPS Consensus Estimate 0.71 Current (I=S:rong Buy, 5=Strong Sell) 3.50 

Current Year EPS Consensus Estimate 1.59 30 Days Ago 3.50 
Estimated Long-Term EPS Growth Rate 4.70 60 Days Ago 3.50 
Next EPS Report Dale 06/06/2012 90 Days Ago 3.38 

Fundamental  Rat ios 

PIE EPS Growth Sales Growth 
Current FY Estimate: 18.54 vs. Previous Year -9.48% vs. Previous Year -27.64% 
Trailing 12 Months: 20.25 vs. Previous Quarter 907.69% vs. Previous Quarter: 145.74% 

PEG Ratio 3.97 
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Price Ratios 
PricelBook 
PriceICash Flow 
Price / Sales 

Current Ratio 
01/31/12 
10/31/11 
07/31/11 

Net Margin 
01/31/12 
10/31/11 
07/31/11 

Inventory Turnover 
01/31/12 
10/31/11 
07/31/11 

ROE 
2.08 01/31/12 
9.68 10/31/11 
1.69 07/31/11 

Quick Ratio 
0.62 01/31/12 
0.54 10/31/11 
0.73 07/31/11 

Pre-Tax Margin 
13.74 01/31/12 
12.96 10/31/11 
13.03 07/31/11 

Debt-to-Equity 
9.81 01/31/12 

11.66 10/31/11 
1 1.25 07/31/11 

ROA 
10.29 01/31/12 
11.13 10/31/11 
1 1.26 07/31/11 

Operating Margin 
0.47 01/31/12 
0.36 10/31/11 
0.54 07/31/1 I 

Book Value 
13.74 01/31/12 
12.96 10/31/11 
13.03 07/31/11 

Debt to Capital 
0.66 01/31/12 
0.68 10/31/11 
0.66 07/31/11 

http://www .zacks .com/research/print .php?type=report& t=PNY 

3.25 
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8.40 
7.92 
7.94 

14.24 

13.81 
14.20 

39.59 
40.37 
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ZACKS RANK 4 - SELL I SOUTH JERSEY INDS INC (NYSE) 

SJI 48.63 ~ 0 . 6 1  (1.21%) Vol. 50.246 1310 ET ! 
i 

South Jersey lnds Inc. is engaged in the business of operating, through subsidiaries, various business enterprises. 
The company's most significant subsidiary is South Jersey Gas Company (SJG). SJG is a public utility company 
engaged in the purchase, transmission and sale of natural gas for residential, commercial and industrial use. SJG 
also makes off-system sales of natural gas on a wholesale basis to various customers on the interstate pipeline 
system and transports natural gas. 

General Information 
SOUTH JERSEY IN 
1 SOUTH JERSEY PLAZA. ROUTE 54 
FOLSOM, NJ 08037 
Phone: 609-561-9000 
Fax: 609-561-8225 
Web: h t tp~~ .s j i ndus t r i es .com 
Email: None 

Industry UTIL-GAS DISTR 
Sector: Utilities 

Fiscal Year End Decem be r 
Last Completed Quarter 12/31/11 
Next EPS Date 05/09/2012 

Price and Volume Information 

Zacks Rank 
Yesterday's Close 
52 Week High 
52 Week Low 
Beta 
20 Day Moving Average 
Target Price Consensus 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

EPS Information 

P h i  
48.02 
57.99 
42.85 

0.33 

123,359.95 
53.25 

52.0 
51.5 
51 .0  
50.5 
50.0 
49.5 
+3.@ 
48.5 

% Price Change Relative to S&P 500 

-5.60 4 Week -2.83 
-12.85 12 Week -1 6.26 
-15.47 YTD -23.07 

Dividend Information 

Annual Dividend $1 6 1  

0.00 
03/07/2012 /$0.40 

30.25 Dividend Yield 3.35% 

1,452.60 Payout Ratio 0.00 
5.07 Change in Payout Ratio 

07/01/2005 Last Dividend Payout / Amount 

Consensus Recommendations 
Current Quarter EPS Consensus Estimate 1.71 Current (l=Strong Buy, 5=Strong Sell) 1.40 

Current Year EPS Consensus Estimate 3.1 2 30 Days Ago 1.40 
Estimated Long-Term EPS Growth Rate 6.00 60 Days Ago 1.33 
Next EPS Report Date 05/09/2012 90 Days Ago 1.33 

Fundamental Ratios 
PIE EPS Growth Sales Growth 

Trailing 12 Months: 16.62 vs. Previous Quarter 10,400.0O% vs. Previous Quarter: 44.27% 

PEG Ratio 2.57 

Price Ratios ROE ROA 

Current FY Estimate: 15.41 vs Previous Year 20.69% vs. Previous Year -29.96% 
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PricelBook 
PricelCash Flow 
Price / Sales 

Current Ratio 
03/3 1 !12 
12/31/1 1 

09/30/11 

Net Margin 
03/31/12 
12/31/11 

09/30/11 

Inventory Turnover 
03/31/12 
12/31/11 
09/30/11 

2.32 03/31/12 
10.74 12/31/11 

- 09/30/11 

Quick Ratio 
- 03/31/12 

0.58 12/31/11 

0.65 09/30/11 

Pre-Tax Margin 
- 03/31/12 

13.66 12/31/11 
12.28 09/30/11 

Debt-to-Equity 
- 03/31/12 

1 1.36 12/31/11 
12.75 09/30/11 

- 03/31/12 
14.28 12/31/11 

13.66 09/30/11 

Operating Margin 
- 03/31/12 

0.46 12/31/11 

0.50 09/30/11 

Book Value 
- 03/31/12 

13.66 12/31/11 
12.28 09/30/11 

Debt to Capital 
- 03/31/12 

0.68 12/31/11 
0.71 09/30/11 
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SOUTHWEST GAS CORP (NYSE) ZACKS RANK 1 - STRONG BUY 

SWX 42.03 r0.71 (1.72%) Vol. 93,451 13~42 ET 

SOUTHWEST GAS CORP. is principally engaged in the business of purchasingJransporting, and distributing natural 
gas in portions of Arizona, Nevada,and California. The Company also engaged in financial services activitiesJhrough 
PriMerit Bank, Federal Savings Bank (PriMerit or the Bank), a wholly owned subsidiary. 

General Information 
SOUTHWEST GAS 
5241 SPRING MOUNTAIN . PO BOX 98510RD 

Phone: 7028767237 
Fax: 702-876-7037 
Web: httpY/www.swgas.com 
Email: None 

LAS VEGAS, NV 89193-8510 

Industry UTIL-GAS DISTR 
Sector: Utilities 

Fiscal Year End December 
Last Completed Quarter 1213111 1 
Next EPS Date 05/09/2012 

Price and Volume Information 

Zacks Rank Aid 
Yesterday's Close 41.32 
52 Week High 43.64 
52 Week Low 32.12 
Beta 0.70 
20 Day Moving Average 153,189.50 
Target Price Consensus 41.75 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

EPS Information 
Current Quarter EPS Consensus Estimate 
Current Year EPS Consensus Estimate 

Estimated Long-Term EPS Growth Rate 

44.0 

% Price Change Relative to S&P 500 
-3.57 4Week 
-1.27 12 Week 
-2.75 YTD 

-0.74 
-5.1 3 
11.18 

Dividend Information 

Annual Dividend $1.06 
1,904.56 Payout Ratio 0.00 

7.81 Change in Payout Ratio 0.00 

46,09 Dividend Yield 2.57% 

N/A Last Dividend Payout I Amount 02/13/2012 / $0.26 

Consensus Recommendations 
1.57 Current (1 =Strong Buy, 5=Strong Sell) 2.86 
2.60 30 Days Ago 2.86 

5.30 60 Days Ago 2.86 
Next EPS Report Date 05/09/2012 90 Days Ago 2.86 

Fundamental Ratios 
P/E EPS Growth Sales Growth 

Current FY Estimate: 15.91 vs. Previous Year 21.43% vs. Previous Year 10.58% 
Trailing 12 Months: 16.53 vs. Previous Quarter 695.00% vs. Previous Quarter: 46.81% 

PEG Ratio 3.03 

Price Ratios ROE 
Price/Book 1.55 03/31/12 

ROA 
- 03/31/12 
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PricelCash Flow 
Price I Sales 

Current Ratio 
0313 111 2 
12/31/11 
09/30/11 

Net Margin 
03/31/12 
12/31/11 
09/30/11 

Inventory Turnover 
03/31/12 
12/31/11 
09/30/11 

6.70 12/31/11 
- 09/30/11 

Quick Ratio 
- 03/31/12 

0.54 12/31/11 
0.42 09/30/11 

Pre-Tax Margin 
- 03/31/12 

9.28 12/31/11 
8.62 09/30/11 

Debt-to-Equity 
- 03/31/12 
- 12/31/11 
- 09/30/11 

9.57 12/31/11 
8.82 09/30/11 

Operating Margin 
- 03/31/12 

0.54 12/31/11 

0.42 09/30/11 

Book Value 
- 03/31/12 

9.28 12/31/11 
8.62 09/30/11 

Debt to Capital 
- 03/31/12 

0.76 12/31/11 
0.79 09/30/11 

2.89 
2.69 

6.1 7 
5.77 

26.68 
25.88 

43.18 
44.10 

http://www .zacks.com/research/print.php?type=report&t=SWX 4/17/2012 
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I WGL HLDGS INC (NYSE) 

WGL 39.69 ~ 0 . 5 2  (1.33X) Vol. 107,875 13:45 ET 

WASHINGTON GAS LIGHT CO is a public utility that delivers and sells natural gas to metropolitan Washington, 
D.C. and adjoining areas in Maryland and Virginia. A distribution subsidiary serves portions of Virginia and West 
Virginia. The Company has four wholly-owned active subsidiaries that include: Shenandoah Gas Company 
(Shenandoah) is engaged in the delivery and sale of natural gas at retail in the Shenandoah Valley, including 
Winchester, Middletown, Strasburg, Stephens City and New Market, Virginia, and Martinsburg, West Virginia. 

ZACKS RANK: 2 - BUY 

General Information 
WGL HLDGS INC 
101 CONSTITUTION AVE N.W. 
WASHINGTON, DC 20080 
Phone: 7037504440 
Fax: 703-750-4828 
Web: http://www.wglholdings.com 
Email: robertdennis@washgas.com 

Sector: Utilities 

Fiscal Year End September 
Last Completed Quarter 12/31/11 
Next EPS Date 05/02/2012 

Price and Volume Information 

Industry UTIL-GAS DISTR 

Zacks Rank 
Yesterday's Close 
52 Week High 
52 Week Low 
Beta 
20 Day Moving Average 
Target Price Consensus 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

EPS Information 

111.0 
d!f 

39.1 7 
44.99 

Price Change Relative to S&P 500 
-3.21 4Week -0.37 
-9.18 12 Week -12.73 

-11.42 M D  -19.66 

Dividend Information 

51.50 Dividend Yield 4.08% 
Annual Dividend $1.60 

0.00 
04/05/2012 / $0.40 

2,017.1 8 Payout Ratio 0.00 
6.65 Change in Payout Ratio 

05/02/1995 Last Dividend Payout / Amount 

Consensus Recommendations 
Current Quarter EPS Consensus Estimate 1.66 Current (l=Strong Buy, 5=Strong Sell) 2.63 
Current Year EPS Consensus Estimate 2.50 30 Days Ago 2.63 
Estimated Long-Term EPS Growth Rate 5.20 60 Days Ago 2.63 
Next EPS Report Date 

Fundamental Ratios 
PIE 

Current FY Estimate: 15.67 
Trailing 12 Months: 16.53 
PEG Ratio 3.03 

Price Ratios 

05/02/2012 90 Days Ago 2.75 

EPS Growth Sales Growth 
vs. Previous Year 10.78% vs. Previous Year -8.56% 
vs. Previous Quarter 534.62% vs. Previous Quarter: 62.40% 

ROE ROA 

http://www .zacks.comlresearch/print.php?type=report&t=WGL 4/17/2012 
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PriceiBook 
PriceICash Flow 
Price / Sales 

Current Ratio 
03/31/12 
1 2/31 11 1 

09/30/11 

Net Margin 
03/31/12 
12/31/11 

09/30/11 

Inventory Turnover 
03/31/12 
12/31/11 
09/30/11 

1.63 03/31/12 
9.27 12/31/11 

- 09/30/11 

Quick Ratio 
- 03/31/12 

1.20 12/31/11 

1.26 09/30/11 

Pre-Tax Margin 
- 03/31/12 

6.78 12/31/11 
7.47 09/30/11 

Debt-to-Equity 
- 03/31/12 

8.87 12/31/11 

10.19 09/30/11 

- 03/31/12 
9.85 12/31/11 

9.41 09/30/11 

Operating Margin 
- 03/31/12 

0.79 12/31/11 

0.71 04/30/11 

Book Value 
- 03/31/12 

6.78 12/31/17 
7.47 09/30/11 

Debt to Capital 
- 03/31/12 

0.47 12/31/11 

0.49 09/30/11 

http://www .zacks .com/research/print.php?type=report&t=WGL 

3.12 
2.99 

4.55 
4.21 

24.03 
23.44 

31.60 
32.30 
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4.00% - 

3.00% - 

2.00% - 

1 .OO% - 

0.00% 

Selected Yields 

-Current 

- Year-Ago - - 

3Monfhs Year 
Recent Ago Ago 

(4/25/12) (1/25/12) (4/27/17) 

3Monfhs Year 
Recent Ago Ago 

14/25/12) (1/25/12) (4/27/11) 

TAXABLE 
Market Rates Mortgage-Backed Securities 
Discount Rate 0.75 0.75 0.75 GNMA 5.5% 
Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 5.5% (Gold) 
Prime Rate 3.25 3.25 3.25 
30-day CP (Al/Pl) 0.36 0.32 0.24 
3-month LIBOR 0.47 0.56 0.27 
Bank CDs 
6-month 0.22 0.22 0.28 
1 -year 0.33 0.34 0.46 
5-year 1.13 1.15 1.71 
US. Treasury Securities 
3-month 0.09 0.04 0.05 
6-month 0.14 0.06 0.1 1 
1 -year 0.17 0.1 0 0.20 
5-year 0.84 0.79 2.02 

30-year 3.15 3.15 4.45 
30-year Zero 3.39 3.35 4.79 

1 0-year 1.98 2.00 3.36 
1 &yea (inflation-protected) -0.28 -0.25 0.77 

Treasury Security Yield Curve 

T7 
6.00% 

5.00% 

Mos. Years 

FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
Industrial (25/30-year) A 
Utility (25/30-year) A 
Utility (25/30-year) Baa/BBB 
Foreign Bonds (10-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial A 
Financial Adjustable A 

TAX-EXEMPT 
Bond Buyer Indexes 
20-Bond Index (cos) 
25-Bond Index (Revs) 
General Obligation Bods (COS) 
1 -year Aaa 
1 -year A 
5-year Aaa 
5-year A 
1 0-year Aaa 
10-year A 
25/30-year Aaa 
25/30-year A 
Revenue Bonds ( R e d  (25/3O-Year) 
Education AA 
Electric AA 
Housing AA 
Hospital AA 
Toll Road Aaa 

1.12 
2.10 

2.36 

3.52 
4.27 
4.17 
4.65 

2.11 
1.74 
0.92 
2.14 

5.67 
6.14 
5.50 

1 .a9 

3.90 
4.81 

0.1 a 
1.02 
0.87 
1.86 
2.02 
3.17 
3.63 
5.08 

4.40 
4.64 
4.82 
4.60 
4.44 

1.22 
2.1 1 
2.01 
2.35 

4.1 5 
4.42 
4.47 
5.14 

2.04 
1.95 
1.01 
2.1 6 

5.39 
6.09 
5.50 

3.60 
4.77 

0.1 8 
1.13 
0.87 
2.01 
2.00 
2.98 
3.59 
5.02 

4.43 
4.50 
4.93 
4.64 
4.48 

2.72 
2.94 

2.62 

4.68 
5.40 
5.53 
5.95 

3.27 
3.29 
1.22 
3.57 

5.65 
6.46 
5.50 

2.87 

4.98 
5.54 

0.27 
1.13 
1.66 
2.75 
3.28 
4.41 
4.75 
6.07 

5.1 5 
5.28 
5.97 
5.60 
5.29 

Federal Reserve Data 

BANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent Levels Average Levels Over the La st... 
411 811 2 41411 2 Change 12 Wks. 26Wks. 52  Wks. 

Excess Reserves 151 001 0 1488952 21058 1525383 15201 80 1536985 
Borrowed Reserves 7009 7074 -65 7673 8912 11082 
Net Free/Borrowed Reserves 1503001 1481 878 211 23 1517710 1511268 1525902 

MONEY SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent Levels Ann’l Growth Rates Over the last  ... 
41911 2 41211 2 Change 3 Mos. 6 Mos. 1 2  Mos. 

M1 (Currency+demand deposits) 2226.1 2221.8 4.3 8.1% 8.9% 17.3% 
M2 (M1 +savings+srnall t ime deposits) 9828.4 9834.6 -6.2 4.0% 6.8% 9.9% 

resold, stored or transmitted in any pnnled. eleclron c of other lorm. 01 use4 lor generaling 01 marketing any printed or electronic publicahon. service or product 
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Selected Yields 

3Months Year 
Recent Ago Ago 

(4/18/12) (1/18/12) (4/20/11) 

3 Months Year 
Recent Ago Ago 

(4/18/12) (1/18/12) (4/20/11) 

TAXABLE 
Market Rates Mortgage-Backed Securities 
Discount Rate 0.75 0.75 0.75 GNMA 5.5% 1.08 
Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 5.5% (Cold) 2.14 
Prime Rate 
30day CP (Al/Pl) 
3-month LIBOR 
Bank CDs 
6-month 
1 -year 
5-year 
US. Treasury Securities 
3-month 
6-month 
1 -year 
5-year 
1 0-year 
10-year (inflation-protected) 
30-year 
30-year Zero 

3.25 3.25 3.25 
0.32 0.32 0.1 7 
0.47 0.56 0.27 

0.22 0.22 0.29 
0.33 0.34 0.47 
1.14 1.16 1.71 

0.07 0.02 
0.1 2 0.06 
0.1 6 0.1 0 
0.84 0.80 
1.98 1.90 
-0.29 -0.21 
3.1 3 2.96 
3.36 3.14 

0.06 
0.1 1 
0.21 
2.1 2 
3.41 
0.78 
4.47 
4.79 

6.00% 

5.00% 

4.00% 

3.00% 

2.00% 

1 .OO% 

0.00% 

Treasury Security Yield Curve 

-Current 
- Year-Ago 

I 

1 2 3 5  10 30 
(os. Years 

FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
industrial (25130-year) A 
Utility (25/30-year) A 
Utility (25/30-year) Baa/BBB 
Foreign Bonds (10-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial A 
Financial Adjustable A 

TAX-EXEMPT 
Bond Buyer indexes 
20-Bond Index (COS) 
25-Bond Index (Revs) 
General Obligation Bonds (COS) 
1 -year Aaa 
1 -year A 
5-year Aaa 
5-year A 
1 0-year Aaa 
10-year A 
25130-year Aaa 
25130-year A 

Education AA 
Electric AA 
Housing AA 
Hospital AA 
Toll Road Aaa 

Revenue Bonds (Revs) (25/3@Year) 

Federal Reserve Data 

1.94 
2.36 

3.48 
4.21 
4.1 5 
4.62 

2.04 
1.72 
0.94 
2.1 3 

5.34 
6.44 
5.49 

3.97 
4.85 

0.21 
1.01 
0.93 
1.91 
2.11 
3.23 
3.66 
5.10 

4.45 
4.67 
4.87 
4.60 
4.44 

1.07 
1.94 
1.72 
2.35 

4.00 
4.25 
4.33 
4.94 

1.96 
1.79 
0.97 
1.96 

4.95 
6.1 8 
5.49 

3.62 
4.74 

0.1 7 
1.02 
0.85 
1.93 
1.93 
2.91 
3.56 
4.96 

4.40 
4.54 
5.01 
4.61 
4.48 

2.85 
3.07 
2.99 
2.62 

4.71 
5.45 
5.57 
6.03 

3.33 
3.31 
1.24 
3.58 

5.59 
6.45 
5.49 

5.06 
5.58 

0.33 
1.18 
1.74 
2.81 
3.37 
4.49 
4.80 
6.1 2 

5.19 
5.32 
6.01 
5.65 
5.33 

B A N K  RESERVES 
(Two- Week Period; in Millions, Nor Seasonally Adjusted) 

Recent Levels 
41411 2 312111 2 Change 

Borrowed Reserves 7074 7401 -327 
Excess Reserves 1488951 1505886 -16935 

Net Free/Borrowed Reserves 1481 877 1498485 -1 6608 

M O N E Y  SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent Levels 
41211 2 312611 2 Change 

M l  (Currency+demand deposits) 2222.0 2214.3 7.6 
M2 (M1 +savings+small time deposits) 9857.6 9835.7 21.9 

Average Levels Over the Last. .. 
12 Wks. 26Wks. 52 Wks. 
1527351 1522439 1534075 

7955 9228 11534 
1519396 1513212 1522541 

Ann’l Growth Rates Over the Last ... 
3 Mos. 6 Mos. 12 Mos. 
9.5% 9.1 % 17.3% 
5.0% 6.9% 9.9% 
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Selected Yields 

3Months Year 
Recent Ago Ago 

14/11/12) (1/11/12) (4/13/11) 

3Months Year 
Recent Ago Ago 

(4/11/12) (1/11/12) (4/13/11) 

TAXABLE 
Market Rates Mortgage-Backed Securities 
Discount Rate 0.75 0.75 0.75 GNMA 5.5% 1.02 
Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 5.5% (Cold) 2.10 
Prime Rate 
30-day CP (Al/Pl) 
3-month LIBOR 
Bank CDs 
6-month 
1 -year 
5-year 
US. Treasury Securities 
3-month 
6-month 
1 -year 
5-year 
1 0-year 
1 @year (inflation-protected) 
30-year 
30-year Zero 

3.25 3.25 3.25 
0.30 0.25 0.23 
0.47 0.58 0.28 

0.22 0.22 0.29 
0.33 0.34 0.47 
1.14 1.17 1.71 

0.08 
0.14 

0.88 
2.04 
-0.28 
3.20 
3.43 

0.1 a 

0.02 
0.05 
0.1 0 
0.82 
1.90 
-0.1 6 
2.96 
3.1 5 

0.05 
0.1 0 
0.22 
2.1 7 
3.46 
0.84 
4.54 
4.88 

~~~~ ~ 

Treasury Security Yield Curve 

FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
Industrial (25/30-year) A 
Utility (25/30-year) A 
Utility (25/30-year) BadBBB 
Foreign Bonds (1 0-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial A 
Financial Adjustable A 

TAX-EXEMPT 
Bond Buyer Indexes 
20-Bond Index (COS) 
25-Bond Index (Revs) 
General Obligation Bonds (COS) 
1 -year Aaa 
1 -year A 
5-year Aaa 
5-year A 
1 0-year Aaa 
1 0-year A 
25/30-year Aaa 
25/30-year A 
Rewnw Bonds (Revs) (25/3O-Year) 
Education AA 
Electric AA 
Housing AA 
Hospital AA 
Toll Road Aaa 

Federal Reserve Data 

1.93 
2.36 

3.57 
4.27 
4.23 
4.69 

2.01 

0.95 
2.05 

5.47 
6.50 
5.49 

1.78 

4.08 
4.88 

0.1 7 
1.02 
0.94 
2.02 
2.14 
3.27 
3.66 
5.1 4 

4.43 
4.65 
4.85 
4.60 
4.43 

0.91 
1.91 
1.74 
2.35 

4.1 2 
4.22 
4.1 7 
4.90 

1.94 
1 .a1 
0.97 
2.01 

4.94 
6.27 
5.49 

3.83 
4.93 

0.1 7 
1 .oo 
0.89 
1.98 
1.99 
3.03 
3.70 
5.12 

4.49 
4.63 
5.10 
4.72 
4.53 

2.97 
3.32 
3.22 
2.62 

4.72 
5.52 
5.66 
6.05 

3.37 
3.44 
1.32 
3.71 

5.83 
6.44 
5.49 

5.04 
5.61 

0.34 
1.20 
1.83 
2.89 
3.46 
4.62 
4.86 
6.1 3 

5.19 
5.34 
6.1 6 
5.65 
5.33 

Excess Reserves 
Borrowed Reserves 
Net Free/Borrowed Reserves 

BANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent Levels Average Levels Over the Last ... 
4/4/12 3/21/12 Change 12 Wks. 26 Wks. 52 Wks. 

1488974 1505909 -1 6935 1527360 1522444 1534077 
7074 7401 -327 7955 9228 11534 

1481 900 1498508 -1 6608 1519405 1513216 1522543 

M O N E Y  SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent Levels Ann’l Growth Rates Over the Last ... 
3/26/12 311 911 2 Change 3 Mos. 6 Mos. 12 Mos. 

MI (Currency+demand deposits) 221 9.5 221 8.3 1.2 8.9% 9.8% 17.4% 
M2 (M1 +savings+small time deposits) 9825.0 9787.4 37.6 8.1 % 6.4% 9.5% 

resold. stored or transmined in any pnnled. eleclronc or other lorm. or used lor generaling or markellng any printed or electronic publicahon. Servce or product 
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6.00% - 

5.00% - 

4.00% - 

3.00% - 

2.00% - 

1 .OO% - 

0.00% -1 

Selected Yields 

3 M o n t h s  Year 
Recent Ago Ago 

(4/04/12) (1/04/12) (4/06/11) 

3 Months Year 
Recent Ago Ago 

(4/04/12) (1/04/12) (4/06/11) 

TAXABLE 
Market Rates Mortgage-Backed Securities 
Discount Rate 0.75 0.75 0.75 GNMA 5.5% 1.52 
Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 5.5% (Gold) 2.33 
Prime Rate 
30-day CP (Al/Pl) 
3-month LiBOR 
Bank CDs 
6-month 
1 -year 
5-year 
US. Treasury Securities 
3-month 
6-month 
1 -year 
5-year 
1 0-year 
1O-year (inflation-protected) 
30-year 
30-year Zero 

3.25 3.25 3.25 
0.32 0.25 0.27 
0.47 0.58 0.29 

0.22 0.22 0.29 
0.33 0.34 0.47 
1.14 1.16 1.71 

0.07 0.01 0.06 
0.14 0.05 0.1 3 
0.1 9 0.1 0 0.28 
1.04 0.88 2.31 
2.23 1.98 3.55 
-0.09 -0.14 0.96 
3.36 3.03 4.60 
3.59 3.13 4.92 

Treasury Security Yield Curve 

I 1 2  

Mos. Yews 

FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (10-year) A 
Industrial (25130-year) A 
Utility (25/30-year) A 
Utility (25/30-year) Baa/BBB 
Foreign Bonds (1 0-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial A 
Financial Adjustable A 

TAX-EXEMPT 
Bond Buyer Indexes 
20-Bond Index (COS) 
25-Bond index (Revs) 
General Obligation Bonds (COS) 
1 -year Aaa 
1 -year A 
5-year Aaa 
5-year A 
1 0-year Aaa 
10-year A 
25130-year Aaa 
25130-year A 
Revenue Bonds (Revs) (25/3&Year) 
Education AA 
Electric AA 
Housing AA 
Hospital AA 
Toll Road Aaa 

Federal Reserve Data 

2.18 
2.36 

3.66 
4.40 
4.35 
4.75 

2.1 3 
1.79 
1.03 
2.21 

5.29 
6.46 
5.48 

4.02 
4.85 

0.20 
1.05 
1.04 
2.07 
2.26 
3.39 
3.72 
5.21 

4.54 
4.72 
4.97 
4.60 
4.48 

0.99 
2.03 
1.86 
2.35 

4.25 
4.33 
4.22 
4.95 

1.99 
1.92 
0.99 
2.05 

5.1 1 
6.38 
5.48 

3.88 
4.97 

0.22 
1.07 
0.92 
2.06 
2.07 
3.12 

5.20 

4.53 
4.70 
5.26 
4.72 
4.53 

3.80 

2.84 
3.46 
3.40 
2.62 

4.85 
5.59 
5.66 
6.1 6 

3.42 
3.43 
1.30 
3.76 

5.89 
5.84 
5.48 

5.00 
5.56 

0.37 
1.21 
1.85 
2.84 
3.41 
4.48 
4.84 
6.1 3 

5.19 
5.30 
6.1 9 
5.65 
5.34 

Excess Reserves 
Borrowed Reserves 
Net Free/Borrowed Reserves 

B A N K  RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent Levels Average Levels Over the Last ... 
312111 2 3/7/12 Change 12 Wks. 26Wks. 52 Wks. 
50591 0 1546953 -41 043 1524859 1526682 1529539 

7401 7554 -1 53 8277 9552 12010 
1498509 1539399 -40890 151 6581 151 71 30 151 7529 

MONEY SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent Levels Ann’l Growth Rates Over the Last ... 
311 9/12 311 211 2 Change 3 Mos. 6 Mos. 12 Mos. 

M1 (Currency+demand deposits) 221 8.2 2221.8 -3.6 8.5% 9.7% 17.3% 
M2 (M1 +savings+small time deposits) 9787.7 9810.3 -22.6 7.1 Yo 6.5% 9.3% 

resold, stored 01 transmitted in any pnnted. electronic or other lorm or use0 tor generating or marketing any pnnted or electronic publication. service or product 



A P R I L  6, 2 0 1 2  V A L U E  L I N E  S E L E C T I O N  & O P I N I O N  P A G E  1 6 6 1  
..... ........ ... . .. . .. . .... ~ .. ... .... . ....... ... .. ...... . ... ..... .... .. ..... .... . .. ... . .. ... ........ . .. . .. - 

Selected Yields 

3 Months 

(12/28/1 I) 
4 0  

3 Months Year 
Recent Ago Ago 

(3/28/12) 02/28/17) (3/30/11) 

TAXABLE 
Market Rates 
Discount Rate 0.75 0.75 0.75 

Prime Rate 3.25 3.25 3.25 

3-month LlBOR 0.47 0.58 0.30 
Bank CDs 
6-month 0.22 0.22 0.29 
1 -year 0.34 0.34 0.47 
5-year 1.15 1.1 5 1.71 
U.S. Treasury Securities 
3-month 0.08 0.01 0.09 
6-month 0.14 0.05 0.1 7 
1 -year 0.1 7 0.1 0 0.26 

Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 

30day CP (AlIP1) 0.32 0.1 9 0.22 

5-year 1.03 0.91 2.20 
1 0-year 2.20 1.92 3.44 

30-year Zero 3.53 3.02 4.79 

10-year (inflation-protected) -0.1 3 -0.11 0.98 
30-year 3.31 2.92 4.50 

Recent 
(3/28/12) 

Mortgage-Backed Securities 
CNMA 5.5% 
FHLMC 5.5% (Gold) 
FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
industrial (25130-year) A 
Utility (25/30-year) A 
Utility (25/30-year) BadBBB 
Foreign Bonds (1 0-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial A 
Financial Adjustable A 

1.37 
2.08 
2.07 
2.38 

1.12 
2.12 
1.99 
2.37 

2.68 
3.28 
3.1 7 
2.63 

3.65 
4.39 
4.28 
4.67 

4.1 7 
4.26 
4.14 
4.78 

4.70 
5.50 
5.56 
6.06 

2.1 2 
1 .83 
1 .oo 
2.21 

1.96 
1.89 
1 .oo 
2.01 

3.29 
3.34 
1.25 
3.67 

4.57 
6.44 
5.48 

5.37 
6.71 
5.48 

5.70 
6.02 
5.48 

TAX-EXEMPT 
Bond Buyer Indexes 
20-Bond index (COS) 
25-Bond Index (Revs) 
General Obligation Bonds (COS) 
1 -year Aaa 
1 -year A 
5-year Aaa 
5-year A 
1 0-year Aaa 
1 0-year A 
25130-year Aaa 
25/30-year A 
Revenue Bonds (Revs) (25 /3CrYd 
Education AA 
Electric AA 
Housing AA 
Hospital AA 
Toll Road Aaa 

Treaswy Security Yield Curve 
3.92 
5.01 

4.01 
4.88 

4.91 
5.52 

6.00% 

5.00% 

4.00% 

3.00% 

2.00% 

1 .OO% 

0.00% 

0.1 9 
1.04 
1.07 
2.1 0 
2.29 
3.35 
3.72 
5.21 

0.22 
1.06 
0.97 
2.07 
2.12 
3.23 
3.86 
5.24 

0.33 
1.15 
1.76 
2.75 
3.29 
4.37 
4.80 
6.08 

4.54 
4.68 
4.99 
4.60 
4.48 

4.56 
4.73 
5.29 
4.87 
4.54 

5.15 
5.28 
6.1 3 
5.61 
5.32 

- Year-Ago 
I I 1 

3 6 1 2 3 5  10 30 

I I Mos. Years 

Federal Reserve Data 

BANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent levels Average Levels Over the Last. .. 
3/21 11 2 31711 2 Change 12 Wks. 26 Wks. 52  Wks. 

Excess Reserves 150591 0 1546953 -41 043 1524859 1526682 1529539 
Borrowed Reserves 7401 7554 -1 53 8277 9552 12010 
Net Free/Borrowed Reserves 1498509 1539399 -40890 151 6581 151 71 30 151 7529 

M O N E Y  SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent Levels Ann’l Growth Rates Over the Last ... 
311 211 2 31511 2 Change 3 Mos. 6 Mos. 12 Mos. 

M1 (Currency+demand deposits) 2221.6 2222.0 -0.4 8.8% 9.8% 17.6% 
M2 (M1 +savings+small time deposits) 981 2.7 9800.7 12.0 8.2% 7.0% 9.8% 

resold, stored or transmined in any pnnted. electronic or other lorm. or used !or generating or marketing any printed or electronic publication. service or product 
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L A’ 

Selected Yields 

// -Current 
- Year-Ago 

3 M o n t h s  Year 
Recent Ago AS0 

(3/2 1/12) (1 2/21/1 I )  (3/23/11) 

TAXABLE 
Market Rates 
Discount Rate 0.75 

Prime Rate 3.25 
30-day CP (Al/Pl) 0.32 
3-month LlBOR 0.47 
Bank CDs 
6-month 0.22 
1 -year 0.34 
5-year 1 .14 
US. Treasury Securities 
3-month 0.09 
6-month 0.1 4 
1 -year 0.19 
5-year 1.14 
1 0-year 2.30 
10-year (inflation-protected) -0.1 0 

30-year Zero 3.60 

Federal Funds 0.00-0.25 

30-year 3.38 

0.75 
0.00-0.25 

3.25 
0.29 
0.57 

0.22 
0.34 
1.15 

0.01 
0.03 
0.1 1 
0.92 
1.97 
-0.1 2 
3 .OO 
3.10 

0.75 
0.00-0.25 

3.25 
0.28 
0.31 

0.30 
0.48 
1.71 

0.08 
0.1 5 
0.23 
2.05 
3.35 
0.95 
4.45 
4.79 

Mortgage-Backed Securities 
GNMA 5.5% 
FHLMC 5.5% (Gold) 
FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
Industrial (25/30-year) A 
Utility (25/30-year) A 
Utility (25/30-year) Baa/BBB 
Foreign Bonds (10-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial A 
Financial Adjustable A 

! 
6.00% 

5.00% 

4.00% 

3.00% 

2.00% 

1 . 00% 

0.00% 
3 

Treasury Security Yield Curve 

Mos. Years 

TAX-EXEMPT 
Bond Buyer Indexes 
20-Bond Index (GOs) 
25-Bond Index (Revs) 
General Obligation Bonds (COS) 
1 -year Aaa 
1 -year A 
5-year Aaa 
5-year A 
1 0-year Aaa 
1 0-year A 
25/30-year Aaa 
25/30-year A 
Revenue Eonds (Revs) (25/3O-Year) 
Education AA 
Electric AA 
Housing AA 
Hospital AA 
Toll Road Aaa 

3 M o n t h s  Year 
Recent Ago AS0 

(3/21/12) (12/21/11) (3/23/11) 

Federal Reserve Data 

1.50 
2.1 2 
2.18 
2.38 

3.75 
4.47 
4.38 
4.75 

2.24 
1.98 
1.02 
2.37 

4.55 
6.1 0 
5.47 

3.95 
4.83 

0.1 8 
1.09 
1.03 
2.1 5 
2.42 
3.32 
3.77 
5.26 

4.58 
4.70 
5.03 
4.66 
4.48 

1 .OS 
2.1 2 
1.95 
2.37 

4.11 
4.21 
4.1 2 
4.77 

1.96 
1.93 
0.98 
2.07 

5.36 
6.55 
5.47 

3.92 
5.01 

0.21 
1.03 
0.97 
2.07 
2.15 
3.25 
3.86 
5.24 

4.56 
4.74 
5.34 
4.87 
4.54 

2.60 
3.18 
3.06 
2.63 

4.63 
5.46 
5.50 
5.98 

3.21 
3.24 
1.23 
3.55 

6.00 
6.10 
5.47 

4.86 
5.50 

0.33 
1.19 
1.72 
2.67 
3.16 
4.29 
4.75 
6.08 

5.15 
5.28 
6.1 0 
5.61 
5.30 

BANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent Levels Average Levels Over the Last.. . 
3/7/12 2/22/12 Change 12 Wks. 26 Wks. 52 Wks. 

Excess Reserves 1546954 1580867 -3391 3 1528097 1531 157 1521 755 
Borrowed Reserves 7554 7992 -438 8626 9858 12492 
Net FreeIBorrowed Reserves 1539400 1572875 -33475 1519471 1521299 1509262 

M O N E Y  SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent Levels Ann’l Growth Rates Over the Last ... 
3/5/12 2/27/12 Change 3 Mos. 6 Mos. 12 Mos. 

M1 (Currency+demand deposits) 2222.1 2223.9 -1.8 10.0% 10.3% 18.0% 
M2 (M1 +savings+srnall time deposits) 9800.7 9785.4 15.3 8.7% 6.6% 9.8% 

0 Mt 2. W e  bne W i n g  LLC Al rghh reserved Fadual matenal IS OMaMed from sowces Dd~evea to be re 
IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. Tn,s prblicanon is stnctly lor subscriber 
resold. stored or transmined in any pnnted, electronic or other lorm or s e d  lor generating or marketing any prlnted or electrone publicallon. Service or product 
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Selected Yields 

3Months Year 3Months Year 
Ago Recent Ago Recent Ago Ago 

(3/14/12) 02/14/11) 13/76/11) (3/14/12) (12/14/11) (3/16/11) 

TAXABLE 
Market Rates Mortgage-Backed Securities 
Discount Rate 0.75 0.75 0.75 GNMA 5.5% 1.66 
Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 5.5% (Gold) 2.09 
Prime Rate 3.25 3.25 3.25 
30-day CP (AlIP1) 0.29 0.28 0.24 
3-month LiBOR 0.47 0.56 0.31 
Bank CDs 
6-month 0.22 0.22 0.21 
1 -year 0.34 0.35 0.29 
5-year 1.14 1.17 1.76 
U.S. Treasury Securities 
3-month 0.08 0.01 0.08 
6-month 0.1 5 0.05 0.1 3 

5-year 1.10 0.85 1.84 
1 0-year 2.27 1.90 3.1 7 
Itbyear (inflation-protected) -0.1 1 -0.08 0.82 
30-year 3.40 2.90 4.36 

1 -year 0.20 0.1 1 0.20 

30-year Zero 3.63 3.00 4.75 

Treasury Security Yield Curve 
6.00% 

5.00% 

4.00% 

3.00% 

2.00% 

1 .OO% 

10 
0.00% 

3 6 1 2 3 5  
Mos. Years 

FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (10-year) A 
Industrial (25130-year) A 
Utility (25/30-year) A 
Utility (25/30-year) Baa/BBB 
Foreign Bonds (10-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial A 
Financial Adjustable A 

TAX-EXEMPT 
Bond Buyer indexes 
20-Bond Index (COS) 
25-Bond Index (Revs) 
General Obligation Bonds (COS) 
1 -year Aaa 
1 -year A 
5-year Aaa 
5-year A 
1 0-year Aaa 
1 0-year A 
25130-year Aaa 
25130-year A 
Revenue Borwls (Revs) (25/3@Year) 
Education AA 
Electric AA 
Housing AA 
Hospital AA 
Toll Road Aaa 

2.1 3 
2.38 

3.73 

4.38 
4.83 

2.1 5 
1.95 
1.01 
2.34 

5.05 
6.1 0 
5.46 

4.5~4 

3.84 
4.76 

0.1 6 
1.12 
0.80 
2.1 0 
2.1 8 
3.1 7 
3.63 
5.11 

4.49 
4.56 
4.89 
4.61 
4.42 

Federal Reserve Data 

Excess Reserves 
Borrowed Reserves 
Net Free/Borrowed Reserves 

1.03 
2.1 6 
2.05 
2.37 

4.23 
4.37 
4.23 
4.87 

1.96 
1.92 
1 .oo 
2.09 

5.23 
6.87 
5.46 

3.93 
5.03 

0.20 
1.11 
1 .oo 
2.04 
2.20 
3.34 
3.89 
5.26 

4.58 
4.80 
5.43 
4.88 
4.54 

2.54 
2.92 
2.84 
2.63 

4.45 
5.39 
5.44 
5.86 

3.13 
3.09 
1.23 
3.48 

5.79 
6.1 0 
5.47 

4.91 
5.52 

0.37 
1.23 
1.76 
2.73 
3.1 6 
4.31 
4.78 
6.1 1 

5.1 5 
5.28 
6.14 
5.59 
5.32 

BANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent levels Average levels Over the last... 
31711 2 212211 2 Change 12 Wks. 26 Wks. 52 Wks. 

1546954 1580866 -3391 2 1528096 1531 157 1521 755 
7554 7992 -438 8626 9858 12492 

1539400 1572874 -33474 1519471 1521299 1509262 

MONEY SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent levels Ann'l Growth Rates Over the last ... 
212711 2 2/20/12 Change 3 Mos. 6 Mos. 12 Mos. 

M1 (Currency+dernand deposits) 221 8.4 2225.9 -7.5 12.0% 10.8% 18.1 % 
M2 (M1 +savings+small time deposits) 9785.4 9789.1 -3.7 8.0% 5.9% 9.7% 

0 201 Z W e  Lime PuMshing LLC. AR rights reserved. Factual material is obtained frm sources believed to be reliable and is pmvided wilhout wananiies d any kind. THE PUBUSHER 
IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSKINS HEREIN. This plblicalion is strictly lor subscribel's own, nonzwnmercial. internal use. No part of t may be reproduced, 
resdd, stored or transmitted in any printed, electronic or other form. or used lor generating or marketing any printed or electronic publication. service or product. 
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Selected Yields 

3Months Year 
Recent Ago Ago 

(3/07/12) (1 2/07/11) (3/9/11) 

3Months Year 
Recent Ago Ago 

(3/07/12) (12/07/1 I )  (3/9/11) 

TAXABLE 
Market Rates 
Discount Rate 0.75 
Federal Funds 0.00-0.25 
Prime Rate 3.25 
30-day CP (Al/Pl) 0.31 
3-month LlBOR 0.47 
Bank CDs 
6-month 0.22 
1 -year 0.34 
5-year 1.15 
U.S. Treasury Securities 
3-month 0.08 
6-month 0.14 

5-year 0.85 
1 0-year 1.98 
1 0-year (inflation-protected) -0.24 
30-year 3.1 2 

1 -year 0.1 7 

30-year Zero 3.35 

0.75 

3.25 
0.52 
0.54 

0.22 
0.35 
1.17 

0.01 
0.04 
0.09 
0.89 
2.03 
-0.05 
3.06 
3.16 

0.00-0.25 
0.75 

0.00-0.25 
3.25 
0.28 
0.31 

0.21 
0.29 
1.76 

0.09 
0.1 5 
0.24 
2.1 5 
3.47 
0.95 
4.61 
4.97 

Treasury Security Yield Curve 
6.00% 

5.00% 

4.00% 

3.00% 

2.00% 

1 .OO% 

0.00% 

I Mos. Years 

Mortgage-Backed Securities 
CNMA 5.5% 
FHLMC 5.5% (Cold) 
FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
Industrial (25/30-year) A 
Utility (25/30-year) A 
Utility (25130-year) Baa/BBB 
Foreign Bonds (IO-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial A 
Financial Adjustable A 

TAX-EXEMPT 
Bond Buyer indexes 
20-Bond Index (COS) 
25-Bond Index (Revs) 
General Obligation Bonds (COS) 
1 -year Aaa 
1 -year A 
5-year Aaa 
5-year A 
1 0-year Aaa 
1 0-year A 
25130-year Aaa 
25130-year A 
Revenw Bonds (Revs) (25WYear) 
Education AA 
Electric AA 
Housing AA 
Hospital AA 

1 
Toll 'Road Aaa 

Federal Reserve Data 

1.72 
2.1 0 
2.06 
2.38 

3.42 
4.28 
4.1 0 
4.54 

1.97 
1.77 
0.98 
2.14 

5.1 7 
6.09 
5.53 

3.72 
4.73 

0.1 9 
1.15 
0.75 
2.07 
2.07 
3.10 
3.60 
5.04 

4.46 
4.55 
4.88 
4.62 
4.42 

1.21 
2.30 
2.01 
2.37 

4.32 
4.39 
4.25 
4.92 

2.06 
2.1 0 
1.05 
2.24 

5.07 
6.78 
5.53 

4.1 2 
5.09 

0.21 
1.10 
1.12 
2.20 
2.37 
3.37 
3.93 
5.28 

4.61 
4.83 
5.53 
4.90 
4.56 

2.73 
3.24 
3.14 
2.63 

4.72 
5.59 
5.65 
6.05 

3.34 
3.29 
1.31 
3.66 

5.79 
6.47 
5.54 

4.90 
5.56 

0.38 
1.21 
1.81 
2.75 
3.1 7 
4.35 
4.78 
6.25 

5.18 
5.30 
6.1 8 
5.59 
5.34 

Excess Reserves 
Borrowed Reserves 
Net FreeIBorrowed Reserves 

BANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent levels Average levels Over the last ... 
2/22/12 2/8/12 Change 12  Wks. 2 6 W k s .  52  Wks. 
1580859 1535749 45110 1515792 1533360 1509554 

7992 81 63 -1 71 8978 10163 13027 
1572867 1527586 45281 1506814 1523197 1496527 

M O N E Y  SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent Levels Ann'l Growth Rates Over the last ... 
2/20/12 211 3/12 Change 3 Mos. 6 Mos. 1 2  Mos. 

M1 (Currency+demand deposits) 2225.9 2228.1 -2.2 14.7% i 3.2% i 8.7% 
M2 (M1 +savings+smali time deposits) 9789.1 9799.6 -1 0.5 8.4% 6.1 Yo 9.8% 

resold, stored or lransmined in any printed. electronic or other form, or used lor generating or marketing any printed or electronic publication, service or product. 
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EXECUTIVE SUMMARY 

Based on the Residential Utility Consumer Office’s (“RUCO”) analysis of 
Pima Utility Company’s amended application for a permanent rate 
increase, filed with the Arizona Corporation Commission (“ACC” or 
“Commission”) on August 5, 201 1, RUCO recommends the following: 

Cost of Equity - RUCO recommends that the Commission adopt a 9.40 
percent cost of equity. This 9.40 percent figure falls just under the high 
side of the range of results obtained in RUCO’s cost of equity analysis, 
and is 11 0 basis points lower than the 10.50 percent cost of equity capital 
proposed by Pima Utility Company in its application for a permanent rate 
increase. 

Cost of Debt - RUCO recommends that the Commission adopt Pima 
Utility Company’s proposed 7.696 percent cost of Long-term debt. 

Capital Structure - RUG0 recommends that the Commission adopt Pima 
Utility Company’s adjusted test year capital structure comprised of 77.47 
percent common equity and 22.53 percent long-term debt subject to the 
outcome of a financing application that is now before the ACC. 

Weinhted Averaqe Cost of Capital - RUCO recommends that the 
Commission adopt RUCO’s recommended 9.01 percent weighted average 
cost of capital (“WACC”), subject to the outcome of a financing application 
that is now before the ACC, which is the weighted cost of RUCO’s 
recommended costs of common equity and long-term debt, and is 46 
basis points lower than the 9.47 percent WACC being proposed by Pima 
Utility Company. 

RUCO disagrees with a number of inputs that Pima Utility Company’s cost 
of capital consultant used in both the discounted cash flow (“DCF) model 
and the capital asset pricing model (“CAPM”) which were used to develop 
Pima Utility Company’s proposed cost of common equity estimate of 10.50 
percent. This includes changes in the values of inputs that he relied on 
since Pima Utility Company’s application was filed in August of 201 1, his 
use of forecasted yields on long-term US. Treasury instruments, his 
calculation of a market risk premium using a narrow range of economic 
data, and his assumptions regarding risk as it relates to company size. 
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INTRODUCTION 

a. 
4. 

Q. 

A. 

Please state your name, occupation, and business address. 

My Name is William A. Rigsby. I am the Chief of Accounting and Rates 

for the Residential Utility Consumer Office (rlRUC0”) located at 11 10 W. 

Washington, Suite 220, Phoenix, Arizona 85007. 

Please describe your qualifications in the field of utilities regulation 

and your educational background. 

I have been involved with utilities regulation in Arizona since 1994. During 

that period of time I have worked as a utilities rate analyst for both the 

Arizona Corporation Commission (“ACC” or “Commission”) and for RUCO. 

I hold a Bachelor of Science degree in the field of finance from Arizona 

State University and a Master of Business Administration degree, with an 

emphasis in accounting, from the University of Phoenix. I have been 

awarded the professional designation, Certified Rate of Return Analyst 

(“CRRA”) by the Society of Utility and Regulatory Financial Analysts 

(“SURFA). The CRRA designation is awarded based upon experience 

and the successful completion of a written examination. Appendix I, which 

is attached to my direct testimony further describes my educational 

background and also includes a list of the rate cases and regulatory 

matters that I have been involved with. 

1 
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2. 

4. 

Q. 

A. 

What is the purpose of your testimony? 

The purpose of my testimony is to present cost of capital 

recommendations that are based on my analysis of Pima Utility 

Company’s (“Pima” or “Company”) applications for a permanent rate 

increase for the Company’s Water and Wastewater Divisions. Pima’s rate 

applications were filed with the Commission on August 29, 201 1. The rate 

applications were consolidated for ratemaking purposes pursuant to a 

Procedural Order issued on September 30, 201 1 (“Consolidated 

Application”). The Company has chosen the operating period ending 

December 31, 2010 for the test year (“Test Year”) in this proceeding. 

Pima has elected not to conduct a reconstruction cost new less 

depreciation study (“RCND”) for the purpose of establishing a fair value 

rate base, and to use the Company’s Water and Wastewater Division’s 

original cost rate base as the fair value rate base for the purpose of 

establishing a fair value rate of return on its invested capital. 

Briefly describe Pima. 

Pima is a Class B Arizona public service corporation that is organized as 

an S Corporation under Subtitle A, Chapter I, Subchapter S of the Internal 

Revenue Code. The Company serves the Sun Lakes retirement 

community which is located approximately 25 miles southeast of Phoenix 

in Maricopa County. According to Pima’s Consolidated Application, the 

Company’s Water Division had I O ,  175 service connections and the 

2 
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Company’s Wastewater Division had 10,050 connections during the Test 

Year. Pima’s current water rates and charges were established in 

Decision No. 58743, dated August 11, 1994 using a test year ending 

December 31, 1992. The Company’s present wastewater rates and 

charges were established in Decision No. 62184, dated January 5, 2000 

using a test year ended December 31 I 1997. 

Q. 

4. 

Q. 

A. 

Q. 

A. 

... 

Is this your first case involving Pima? 

No. I testified on behalf of RUCO during Pima’s last Wastewater Division 

rate case in 1999. 

What areas will you address in your direct testimony? 

I will address the cost of capital issues associated with the case. 

Will RUCO also offer direct testimony on the rate base, operating 

income and rate design aspects of this proceeding? 

Yes. RUCO witness Robert B. Mease will provide direct testimony on rate 

base, operating income and rate design for Pima’s Water Division. RUCO 

witness Timothy J. Coley will provide direct testimony on rate base, 

operating income and rate design for the Company’s Wastewater Division. 

3 
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2. 

4. 

9. 

4. 

Please explain your role in RUCO’s analysis of Pima’s Application. 

I reviewed Pima’s Consolidated Application and performed a cost of 

capital analysis to determine a fair rate of return on the Company’s 

invested capital. In addition to my recommended capital structure, my 

direct testimony will present my recommended cost of common equity (the 

Company has no preferred stock) and my recommended cost of long-term 

debt. The recommendations contained in this testimony are based on 

information obtained from Company responses to data requests, Pima’s 

Consolidated Application, and from market-based research that I 

conducted during my analysis. For ratemaking purposes, the Company’s 

cost of capital will be determined on a consolidated basis (Le. the 

combined capital structure of Pima’s Water and Wastewater Divisions). 

Please identify the exhibits that you are sponsoring. 

I am sponsoring Exhibit 1, Attachments A through D and Schedules WAR- 

1 through WAR-9. 

SUMMARY OF TESTIMONY AND RECOMMENDATIONS 

Q. 

4. 

Briefly summarize how your cost of capital testimony is organized. 

My cost of capital testimony is organized into seven sections. First, the 

introduction I have just presented and second, a summary of my testimony 

and recommendations that I am about to give. Third, I will present the 

findings of my cost of equity capital analysis, which utilized both the 
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discounted cash flow (“DCF”) method, and the capital asset pricing model 

(“CAPM”). These are the two methods that RUCO and ACC Staff have 

consistently used for calculating the cost of equity capital in rate case 

proceedings in the past, and are the methodologies that the ACC has 

given the most weight to in setting allowed rates of return for utilities that 

operate in the Arizona jurisdiction. In this third section I will also provide a 

brief overview of the current economic climate within which the Company 

is operating. Fourth, I will discuss my recommended cost of long-term 

debt for Pima. The fifth section of my direct testimony is devoted to a 

discussion of my recommended capital structure for the Company. Sixth I 

will discuss my recommended weighted average cost of capital. In the 

seventh and final section, I will comment on the Company’s cost of capital 

testimony. Exhibit 1, Attachments A through D and Schedules WAR-1 

through WAR-9 will provide support for my cost of capital analysis. 

Q. 

A. 

Please summarize the recommendations and adjustments that you 

will address in your testimony. 

Based on the results of my analysis, I am making the following 

recommendations: 

Cost of Equity - I am recommending that the Commission adopt a 9.40 

percent cost of equity. This 9.40 percent figure falls just below the high 

side of the range of results obtained in my cost of equity analysis, and is 
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110 basis points lower than the 10.50 percent cost of equity capital 

proposed in the Company’s Consolidated Application. 

Cost of Debt - I am recommending, subject to updated information on a 

pending financing agreement now before the ACC, that the Commission 

adopt the Company-proposed 7.696 percent cost of Long-term debt 

associated with the Company’s Industrial Development Authority (“IDA) 

Bonds issued in Maricopa County Arizona. 

Capital Structure - I am recommending, subject to updated information 

on a pending financing agreement now before the ACC, that the 

Commission adopt the Company’s actual test year capital structure 

comprised of 77.47 percent equity and 22.53 percent long-term debt. 

Weighted Average Cost of Capital - I am recommending, subject to 

updated information on a pending financing agreement now before the 

ACC, that the Commission adopt my recommended 9.01 percent weighted 

average cost of capital (“WACC”) which is the weighted cost of my 

recommended costs of common equity and long-term debt, and is 46 

basis points lower than the 9.47 percent WACC being proposed by Pima. 
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2. 

4. 

... 

Why do you believe that your recommended 9.01 percent WACC is 

an appropriate rate of return for Pima to earn on its invested capital? 

The 9.01 percent WACC figure that I am recommending meets the criteria 

established in the landmark Supreme Court cases of Bluefield Water 

Works & Improvement Co. v. Public Service Commission of West Virginia 

(262 U.S. 679, 1923) and Federal Power Commission v. Hope Natural 

Gas Company (320 U.S. 391, 1944). Simply stated, these two cases 

affirmed that a public utility that is efficiently and economically managed is 

entitled to a return on investment that instills confidence in its financial 

soundness, allows the utility to attract capital, and also allows the utility to 

perform its duty to provide service to ratepayers. The rate of return 

adopted for the utility should also be comparable to a return that investors 

would expect to receive from investments with similar risk. 

The Hope decision allows for the rate of return to cover both the operating 

expenses and the “capital costs of the business” which includes interest 

on debt and dividend payment to shareholders. This is predicated on the 

belief that, in the long run, a company that cannot meet its debt obligations 

and provide its shareholders with an adequate rate of return will not 

continue to supply adequate public utility service to ratepayers. 
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1. Do the Bluefield and Hope decisions indicate that a rate of return 

sufficient to cover all operating and capital costs is guaranteed? 

4. No. Neither case guarantees a rate of return on utility investment. What 

the Bluefield and Hope decisions do allow, is for a utility to be provided 

with the opporfunity to earn a reasonable rate of return on its investment. 

That is to say that a utility, such as Pima, is provided with the opportunity 

to earn an appropriate rate of return if the Company’s management 

exercises good judgment and manages its assets and resources in a 

manner that is both prudent and economically efficient. 

COST OF EQUITY CAPITAL 

Q. 

4. 

What is your final recommended cost of equity capital for Pima? 

I am recommending a cost of equity of 9.40 percent. My recommended 

9.40 percent cost of equity figure falls just below the high side of the range 

of results derived from my DCF and CAPM analyses, which utilized a 

sample of publicly traded water providers and a sample of natural gas 

local distribution companies (“LDCs”). The results of my DCF and CAPM 

analyses are summarized on page 3 of my Schedule WAR-1. 
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Discounted Cash Flow (DCF) Method 

3. 

4. 

Please explain the DCF method that you used to estimate the 

Company's cost of equity capital. 

The DCF method employs a stock valuation model known as the constant 

growth valuation model, that bears the name of Dr. Myron J. Gordon (i.e. 

the Gordon model), the professor of finance who was responsible for its 

development. Simply stated, the DCF model is based on the premise that 

the current price of a given share of common stock is determined by the 

present value of all of the future cash flows that will be generated by that 

share of common stock. The rate that is used to discount these cash 

flows back to their present value is often referred to as the investor's cost 

of capital (i.e. the cost at which an investor is willing to forego other 

investments in favor of the one that he or she has chosen). 

Another way of looking at the investor's cost of capital is to consider it from 

the standpoint of a company that is offering its shares of stock to the 

investing public. In order to raise capital, through the sale of common 

stock, a company must provide a required rate of return on its stock that 

will attract investors to commit funds to that particular investment. In this 

respect, the terms "cost of capital" and "investor's required return" are one 

in the same. For common stock, this required return is a function of the 

dividend that is paid on the stock. The investor's required rate of return 

can be expressed as the percentage of the dividend that is paid on the 
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stock (dividend yield) plus an expected rate of future dividend growth. 

This is illustrated in mathematical terms by the following formula: 

+g 
D1 
PO 

k =-  

where: k = the required return (cost of equity, equity capitalization rate), 

- -  - the dividend yield of a given share of stock calculated D1 
PO 

by dividing the expected dividend by the current market 

price of the given share of stock, and 

g = the expected rate of future dividend growth 

This formula is the basis for the standard growth valuation model that I 

used to determine the Company's cost of equity capital. 

Q. 

4. 

In determining the rate of future dividend growth for the Company, 

what assumptions did you make? 

There are two primary assumptions regarding dividend growth that must 

be made when using the DCF method. First, dividends will grow by a 

constant rate into perpetuity, and second, the dividend payout ratio will 

remain at a constant rate. Both of these assumptions are predicated on 

the traditional DCF model's basic underlying assumption that a company's 

earnings, dividends, book value and share growth all increase at the same 

constant rate of growth into infinity. Given these assumptions, if the 
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dividend payout ratio remains constant, so does the earnings retention 

ratio (the percentage of earnings that are retained by the company as 

opposed to being paid out in dividends). This being the case, a 

company's dividend growth can be measured by multiplying its retention 

ratio (1 - dividend payout ratio) by its book return on equity. This can be 

stated as g = b x r. 

Q. 

4. 

Would you please provide an example that will illustrate the 

relationship that earnings, the dividend payout ratio and book value 

have with dividend growth? 

RUCO consultant Stephen Hill illustrated this relationship in a Citizens 

Utilities Company 1993 rate case by using a hypothetical utility.' 

Year 1 

Book Value $10.00 

Equity Return 10% 

EarningdSh. $1.00 

Payout Ratio 0.60 

Dividend/Sh $0.60 

Table I 

Year 2 Year 3 Year 4 Year 5 

$10.40 $10.82 $1 1.25 $1 1.70 

10% 10% 10% 10% 

$1.04 $1.082 $1.125 $1.170 

0.60 0.60 0.60 0.60 

$0.624 $0.649 $0.675 $0.702 

Growth 

4.00% 

N/A 

4.00% 

N/A 

4.00% 

Table I of Mr. Hill's illustration presents data for a five-year period on his 

hypothetical utility. In Year 1, the utility had a common equity or book 

value of $10.00 per share, an investor-expected equity return of ten 

' 
Testimony, dated December I O ,  1993, p. 25. 

Citizens Utilities Company, Arizona Gas Division, Docket No. E-1032-93-111, Prepared 
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percent, and a dividend payout ratio of sixty percent. This results in 

earnings per share of $1 .OO ($10.00 book value x 10 percent equity return) 

and a dividend of $0.60 ($1.00 earningslsh. x 0.60 payout ratio) during 

Year 1. Because forty percent (1 - 0.60 payout ratio) of the utility's 

earnings are retained as opposed to being paid out to investors, book 

value increases to $10.40 in Year 2 of Mr. Hill's illustration. Table I 

presents the results of this continuing scenario over the remaining five- 

year period. 

The results displayed in Table I demonstrate that under "steady-state" (i.e. 

constant) conditions, book value, earnings and dividends all grow at the 

same constant rate. The table further illustrates that the dividend growth 

rate, as discussed earlier, is a function of (1) the internally generated 

funds or earnings that are retained by a company to become new equity, 

and (2) the return that an investor earns on that new equity. The DCF 

dividend growth rate, expressed as g = b x r, is also referred to as the 

internal or sustainable growth rate. 

Q. 

A. 

If earnings and dividends both grow at the same rate as book value, 

shouldn't that rate be the sole factor in determining the DCF growth 

rate? 

No. Possible changes in the expected rate of return on either common 

equity or the dividend payout ratio make earnings and dividend growth by 

12 
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themselves unreliable. This can be seen in the continuation of Mr. Hill's 

illustration on a hypothetical utility. 

Year 1 

Book Value $10.00 

Equity Return 10% 

EarningdSh $1 .OO 

Payout Ratio 0.60 

Dividend/Sh $0.60 

Year 2 

$10.40 

10% 

$1.04 

0.60 

$0.624 

Table It 

Year 3 Year 4 Year 5 

$10.82 $11.47 $12.158 

15% 15% 15% 

$1.623 $1.720 $1.824 

0.60 0.60 0.60 

$0.974 $1.032 $1.094 

Growth 

5.00% 

10.67% 

16.20% 

N/A 

16.20% 

In the example displayed in Table I I ,  a sustainable growth rate of four 

percent2 exists in Year 1 and Year 2 (as in the prior example). In Year 3, 

Year 4 and Year 5, however, the sustainable growth rate increases to six 

per~ent .~  If the hypothetical utility in Mr. Hill's illustration were expected to 

earn a fifteen-percent return on common equity on a continuing basis, 

then a six percent long-term rate of growth would be reasonable. 

However, the compound growth rate for earnings and dividends, displayed 

in the last column, is 16.20 percent. If this rate was to be used in the 

DCF model, the utility's return on common equity would be expected to 

increase by fifty percent every five years, [(I5 percent + 10 percent) - I]. 

This is clearly an unrealistic expectation. 

* [ ( Year 2 Earnings/Sh - Year 1 EarningslSh ) + Year 1 EarningsISh ] = [ ( $1.04 - $1.00 ) + 

$1 .OO ] = [ $0.04 + $1 .OO ] = 4.00% 

[ ( 1 - Payout Ratio ) x Rate of Return ] = [ ( 1 - 0.60 ) x 15.00% ] = 0.40 x 15.00% = 6.00% 

13 
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Although it is not illustrated in Mr. Hill's hypothetical example, a change in 

only the dividend payout ratio will eventually result in a utility paying out 

more in dividends than it earns. While it is not uncommon for a utility in 

the real world to have a dividend payout ratio that exceeds one hundred 

percent on occasion, it would be unrealistic to expect the practice to 

continue over a sustained long-term period of time. 

2. 

4. 

Q. 

4. 

Other than the retention of internally generated funds, as illustrated 

in Mr. Hill's hypothetical example, are there any other sources of new 

equity capital that can influence an investor's growth expectations 

for a given company? 

Yes, a company can raise new equity capital externally. The best 

example of external funding would be the sale of new shares of common 

stock. This would create additional equity for the issuer and is offen the 

case with utilities that are either in the process of acquiring smaller 

systems or providing service to rapidly growing areas. 

How does external equity financing influence the growth 

expectations held by investors? 

Rational investors will put their available funds into investments that will 

either meet or exceed their given cost of capital (i.e. the return earned on 

their investment). In the case of a utility, the book value of a company's 

stock usually mirrors the equity portion of its rate base (the utility's earning 

14 
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base). Because regulators allow utilities the opportunity to earn a 

reasonable rate of return on rate base, an investor would take into 

consideration the effect that a change in book value would have on the 

rate of return that he or she would expect the utility to earn. If an investor 

believes that a utility's book value (Le. the utility's earning base) will 

increase, then he or she would expect the return on the utility's common 

stock to increase. If this positive trend in book value continues over an 

extended period of time, an investor would have a reasonable expectation 

for sustained long-term growth. 

1. 

4. 

Please provide an example of how external financing affects a 

utility's book value of equity. 

As I explained earlier, one way that a utility can increase its equity is by 

selling new shares of common stock on the open market. If these new 

shares are purchased at prices that are higher than those shares sold 

previously, the utility's book value per share will increase in value. This 

would increase both the earnings base of the utility and the earnings 

expectations of investors. However, if new shares sold at a price below 

the pre-sale book value per share, the after-sale book value per share 

declines in value. If this downward trend continues over time, investors 

might view this as a decline in the utility's sustainable growth rate and will 

have lower expectations regarding growth. Using this same logic, if a new 

stock issue sells at a price per share that is the same as the pre-sale book 

15 
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value per share, there would be no impact on either the utility's earnings 

base or investor expectations. 

3. 

4. 

Please explain how the external component of the DCF growth rate is 

determined. 

In his book, The Cost of Capital to a Public UtilityI4 Dr. Gordon (the 

individual responsible for the development of the DCF or constant growth 

model) identified a growth rate that includes both expected internal and 

external financing components. The mathematical expression for Dr. 

Gordon's growth rate is as follows: 

- - and V 

where: BV = 

MP = 

g = ( br)  + ( sv) 

DCF expected growth rate, 

the earnings retention ratio, 

the return on common equity, 

the fraction of new common stock sold that 

accrues to a current shareholder, and 

funds raised from the sale of stock as a fraction 

of existing equity. 

1 - [ ( BV ) + ( MP ) ] 

book value per share of common stock, and 

the market price per share of common stock. 

Gordon, M.J., The Cost of Capital to a Public Utility, East Lansing, MI: Michigan State 4 

University, 1974, pp. 30-33. 
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7. 

9. 

9. 

4. 

Q. 

A. 

Did you include the effect of external equity financing on long-term 

growth rate expectations in your analysis of expected dividend 

growth for the DCF model? 

Yes. The external growth rate estimate (sv) is displayed on Page 1 of 

Schedule WAR-4, where it is added to the internal growth rate estimate 

(br) to arrive at a final sustainable growth rate estimate. 

Please explain why your calculation of external growth on page 2 of 

Schedule WAR-4, is the current market-to-book ratio averaged with 

1.0 in the equation [(M + B) + I] + 2. 

The market price of a utility's common stock will tend to move toward book 

value, or a market-to-book ratio of 1.0, if regulators allow a rate of return 

that is equal to the cost of capital (one of the desired effects of regulation). 

As a result of this situation, I used [(M + B) + I] + 2 as opposed to the 

current market-to-book ratio by itself to represent investor's expectations 

that, in the future, a given utility will achieve a market-to-book ratio of 1 .O. 

Has the Commission ever adopted a cost of capital estimate that 

included this assumption? 

Yes. In a prior Southwest Gas Corporation rate case5, the Commission 

adopted the recommendztions of ACC Staffs cost of capital witness, 

Stephen Hill, who I noted earlier in my testimony. In that case, Mr. Hill 

Decision No. 68487, Dated February 23,2006 (Docket No. G-01551A-04-0876) 5 
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used the same methods that I have used in arriving at the inputs for the 

DCF model. His final recommendation for Southwest Gas Corporation 

was largely based on the results of his DCF analysis, which incorporated 

the same valid market-to-book ratio assumption that I have used 

consistently in the DCF model as a cost of capital witness for RUCO. 

P. 

4. 

... 

Can you cite a more recent case in which the Commission adopted a 

cost of capital estimate that included this assumption? 

Yes. The Commission adopted a RUCO recommended cost of common 

equity which relied on the same assumption in a 2009 Global Water rate 

case proceeding6 Decision No. 71878, dated September 14, 2010 stated 

the following: 

“We find that the evidence presented by RUCO as a basis for its 
cost of equity recommendation constitutes substantial evidence in 
support of its cost of equity recommendation. We further find that 
the evidence presented by the Company as a basis for its cost of 
equity recommendation contrary to RUCO’s assertion, constitutes 
evidence that is no less substantial in support of its 
recommendation and of Staffs acceptance thereof. The 
methodologies on which each of the parties relied in making their 
cost of equity recommendations are clearly set forth in the hearing 
exhibits. Based on a consideration of all the evidence presented 
in this proceeding, we find a cost of common equity of 9.0 percent 
to be reasonable in this case. This level of return on equity 
reasonably and fairly balances the needs of Applicants and their 
ratepayers, is reflective of current market conditions, and results in 
the setting of just and reasonable rates.” 

Docket Number W42445A-09-0077 
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2. 

4. 

2. 

9. 

9. 

4. 

How did you develop your dividend growth rate estimate? 

I analyzed data on two separate proxy groups. A water company proxy 

group comprised of five publicly traded water companies and a natural gas 

proxy group consisting of nine natural gas local distribution companies 

(“LDCs”) that have similar operating characteristics to water providers. 

Why did you use a proxy group methodology as opposed to a direct 

analysis of the Company? 

One of the problems in performing this type of analysis is that the utility 

applying for a rate increase is not always a publicly traded company as in 

this case where shares of are closely held and not publicly-traded on a 

stock exchange. Because of this situation, I used the aforementioned 

proxy that includes four publicly-traded water companies and nine LDCs. 

Are there any other advantages to the use of a proxy? 

Yes. As I noted earlier, the U.S. Supreme Court ruled in the Hope 

decision that a utility is entitled to earn a rate of return that is 

commensurate with the returns on investments of other firms with 

comparable risk. The proxy technique that I have used derives that rate of 

return. One other advantage to using a sample of companies is that it 

reduces the possible impact that any undetected biases, anomalies, or 

measurement errors may have on the DCF growth estimate. 
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2. 

4. 

a. 

4. 

... 

What criteria did you use in selecting the companies that make up 

your water company proxy for the Company? 

The five water companies used in the proxy are publicly traded on the 

both the New York Stock Exchange (“NYSE”) and the NASDAQ.7 All of 

the water companies are followed by The Value Line Investment Survey 

(“Value Line”) and are the same companies that comprise Value Line’s 

large capitalization Water Utility Industry segment of the U.S. economy 

(Attachment A contains Value Line’s January 20, 201 2 update of the water 

utility industry and evaluations of the water companies used in my proxy). 

Are these the same water utilities that you have used in prior rate 

case proceedings? 

I have used four of the five water utilities in prior rate case proceedings. 

Value Line recently included Middlesex Water Company (stock ticker 

symbol MSEX, which is traded on the NASDAQ) in its large capitalization 

edition that provides long range projections on earnings and other 

financial metrics. Prior to January of 2012, Middlesex Water Company 

was included in Value Line’s Small and Mid-Cap Edition. 

“NASDAQ“ originally stood for ”National Association of Securities Dealers Automated 
Today it is the second-largest stock exchange in the world, after the New York Quotations”. 

Stock Exchange (“NYSE”). 
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2. 

4. 

a. 

9. 

... 

Please describe Middlesex Water Company. 

According to Value Line, Middlesex Water Company owns and operates 

regulated water systems in New Jersey, Delaware and Pennsylvania and 

operates municipal and privately owned systems on a contract basis in 

New Jersey and Delaware. During the 2010 operating period, MSEXs 

Middlesex System provided water service to 60,000 retail customers, 

primarily in Middlesex County New Jersey, which accounted for 64.00 

percent of total revenues. 

Please describe the other water utilities that comprise your water 

company proxy group. 

My water company proxy group also includes American States Water 

Company (stock ticker symbol “AWR), California Water Service Group 

(YWT“), SJW Corporation (“SJW), a San Jose, California-based water 

provider which, prior to April of 2011, was also included in Value Line’s 

Small and Mid-Cap Edition, and Aqua America, Inc. (“WTR”). Each of 

these water companies, including MSEX, all face the same types of risk 

that Pima faces. For the sake of brevity, I will refer to Middlesex each of 

the other companies in my samples by their appropriate stock ticker 

symbols henceforth. 
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2. 

4. 

3. 

4. 

Briefly describe the areas served by the companies in your water 

company sample proxy. 

AWR serves communities located in Los Angeles, Orange and San 

Bernardino counties in California. CWT provides service to customers in 

seventy-five communities in California, New Mexico and Washington. 

CWT's principal service areas are located in the San Francisco Bay area, 

the Sacramento, Salinas and San Joaquin Valleys and parts of Los 

Angeles. As described earlier in my testimony, MSEX serves customers 

in New Jersey, Delaware and Pennsylvania. SJW serves approximately 

226,000 customers in the San Jose area and approximately 8,700 

customers in a region located between Austin and San Antonio, Texas. 

WTR is a holding company for a large number of water and wastewater 

utilities operating in nine different states including Pennsylvania, Ohio, 

New Jersey, Illinois, Maine, North Carolina, Texas, Florida and Kentucky. 

What criteria did you use in selecting the natural gas LDCs included 

in your proxy for the Company? 

As are the water companies that I just described, each of the natural gas 

LDCs used in the proxy are publicly traded on a major stock exchange (all 

nine trade on the NYSE) and are followed by Value Line. Each of the nine 

LDCs in my sample are tracked in Value Line's natural gas Utility industry 

segment. All of the companies in the proxy are engaged in the provision 

of regulated natural gas distribution services. Attachment B of my 
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testimony contains Value Line’s most recent evaluation of the natural gas 

proxy group that I used for my cost of common equity analysis. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

What companies are included your natural gas proxy? 

The nine natural gas LDCs included in my proxy (and their NYSE ticker 

symbols) are AGL Resources, Inc. (“AGL“), Atmos Energy Corp. (“ATO”), 

Laclede Group, Inc. (“LG”), New Jersey Resources Corporation (“NJR”), 

Northwest Natural Gas Co. (“NWN”), Piedmont Natural Gas Company 

(“PNY), South Jersey Industries, Inc. (“SJI”) Southwest Gas Corporation 

(‘SWX), which is the dominant natural gas provider in Arizona, and WGL 

Holdings, Inc. (“WGL”). 

Are these the same LDCs that you have used in prior rate case 

proceedings? 

Yes, I have used these same LDCs in prior cases including the most 

recent UNS Gas, Inc. proceeding.’ 

Briefly describe the regions of the US. served by the nine natural 

gas LDCs that make up your sample proxy. 

The nine LDCs listed above provide natural gas service to customers in 

the Middle Atlantic region (i.e. NJR which serves portions of northern New 

Jersey, SJI which serves southern New Jersey and WGL which serves the 

* Docket No. G-04204A-10-0158 
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Washington D.C. metro area), the Southeast and South Central portions 

of the U.S. (Le. AGL which serves Virginia, southern Tennessee and the 

Atlanta, Georgia area and PNY which serves customers in North Carolina, 

South Carolina and Tennessee), the South, deep South and Midwest (Le. 

AT0 which serves customers in Kentucky, Mississippi, Louisiana, Texas, 

Colorado and Kansas, LG which serves the St. Louis area), and the 

Pacific Northwest (Le. NWN which serves Washington state and Oregon). 

Portions of Arizona, Nevada and California are served by SWX. 

2. 

4. 

Q. 

9. 

Q. 

A. 

Are these the same water and natural gas companies that Pima used 

in its application? 

Pima’s cost of equity witness, Thomas J. Bourassa, used all of the same 

water companies included in my proxy but did not rely on a sample of 

LDCs as I did. Mr. Bourassa also used one other water company in his 

cost of capital analysis which I excluded from mine. 

Which water company did you exclude from your sample? 

I excluded Connecticut Water Service, Inc. 

Why did you exclude that particular water company? 

Connecticut Water Service, Inc. is followed in Value Line’s Small and Mid- 

Cap edition which does not provide the same type of forward-looking 

information (i.e. long-term estimates on return on common equity and 
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share growth) that it provides on the five water companies that 

my proxy. 

2. 

9. 

Q. 

A. 

used in 

Please explain your DCF growth rate calculations for the sample 

companies used in your proxy. 

Schedule WAR-5 provides retention ratios, returns on book equity, internal 

growth rates, book values per share, numbers of shares outstanding, and 

the compounded share growth for each of the utilities included in the 

sample for the historical observation period 2006 to 2010 for water 

companies and 2007 to 2011 for LDCs. Schedule WAR-5 also includes 

Value Line's projected 2011, 2012 and 2014-16 values for the retention 

ratio, equity return, book value per share growth rate, and number of 

shares outstanding for the water utilities in my sample. Schedule WARJ 

also includes Value Line's projected 2012, 2013 and 2015-17 values for 

and the LDCs included in my analysis. 

Please describe how you used the information displayed in Schedule 

WAR4 to estimate each comparable utility's dividend growth rate. 

In explaining my analysis, I will use AWR as an example. The first 

dividend growth component that I evaluated was the internal growth rate. 

I used the "b x I-'' formula (described earlier on pages 11 and 12 of my 

direct testimony) to multiply AWR's earned return on common equity by its 

earnings retention ratio for each year in the 2006 to 2010 observation 
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period to derive the utility's annual internal growth rates. I used the mean 

average of this five-year period as a benchmark against which I compared 

the projected growth rate trends provided by Value Line. Because an 

investor is more likely to be influenced by recent growth trends, as 

opposed to historical averages, the five-year mean noted earlier was used 

only as a benchmark figure. As shown on Schedule WAR-5, Page 1, 

AWR's average internal growth rate of 3.67% over the 2006 to 2010 time 

frame reflects an up and down pattern of growth that ranged from a low of 

2.56% in 2006 to a high of 5.85% during 2010. Value Line is predicting a 

pattern of increasing growth for the future and expects internal growth will 

fall to 5.37% in 2011 before climbing to 5.66% by the end of the 2014-16 

time frame. After weighing Value Line's projections on earnings and 

dividend growth, I believe that a 5.70% rate of internal sustainable growth 

is reasonable for AWR (Schedule WAR-4, Page 1 of 2). 

3. 

4. 

Please continue with the external growth rate component portion of 

your analysis. 

Schedule WAR-5 demonstrates that the number of shares outstanding for 

AWR increased from 17.05 million to 18.63 million from 2006 to 2010. 

Value Line is predicting that this level will increase from 18.75 million in 

201 1 to 19.50 million by the end of 2016. Based on this data, I believe 

that a 1 .OO percent growth in shares is not unreasonable for AWR (Page 2 

of Schedule WAR-4). My final dividend growth rate estimate for AWR is 
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6.04 percent (5.70 percent internal growth + 0.34 percent external growth) 

and is shown on Page 1 of Schedule WAR-4. 

3. 

4. 

P. 

4. 

Q. 

A. 

Q. 

A. 

What is your average DCF dividend growth rate estimate for your 

sample of water utilities? 

My average DCF dividend growth rate estimate for my water company 

sample is 5.19 percent as displayed on page 1 of Schedule WAR-4. 

Did you use the same approach to determine an average dividend 

growth rate for your proxy of natural gas LDCs? 

Yes. 

What is your average DCF dividend growth rate estimate for the 

sample natural gas utilities? 

My average DCF dividend growth rate estimate is 5.81 percent, which is 

also displayed on page 1 of Schedule WAR-4. 

How does your average dividend growth rate estimates on water 

companies compare to the growth rate data published by Value Line 

and other analysts? 

Schedule WAR-6 compares my growth estimates with the five-year 

projections of analysts at both Zacks Investment Research, Inc. (“Zacks”) 

(Attachment C) and Value Line. In the case of the water companies, my 
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5.1 9 percent growth estimate falls between Zacks’ average long-term EPS 

projection of 10.10 percent for the water companies in my sample and 

Value Line’s growth projection of 4.53 percent (which is an average of 

EPS, DPS and f3VPS). My 5.19 percent estimate is 29 basis points higher 

than the 4.90 percent average of Value Line’s historical growth results and 

7 basis points higher than the 5.12 percent average of the growth data 

published by Value Line and Zacks. My 5.19 percent growth estimate is 

also 437 basis points higher than Value Line’s 0.82 percent 5-year 

compound historical average of EPS, DPS and BVPS. The estimates of 

analysts at Value Line indicate that investors are expecting somewhat 

higher performance from the water utility industry in the future given Value 

Line’s projected 8.00 percent to 9.00 percent return on book common 

equity for the water utility industry over the 2011 to 2016 period 

(Attachment A). On balance, I would say my 5.87 percent estimate is a 

good representation of the growth projections that are available to the 

investing public. 

Q. 

A. 

How do your average growth rate estimates on natural gas LDCs 

compare to the growth rate data published by Value Line and other 

analysts? 

As can be seen on Schedule WAR-6, my 5.81 percent growth estimate for 

the natural gas LDCs is 114 to 127 basis points higher than the average 

4.67 percent average of long-term EPS consensus projection published by 
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Zacks, and the 4.54 percent Value Line projected estimate (which is an 

average of EPS, DPS and BVPS). The 5.81 percent estimate that I have 

calculated is 50 basis points higher than the 5.31 percent average of the 

5-year historic EPS, DPS and BVPS means of Value Line and is also 92 

basis points higher than the combined 4.89 percent Value Line and Zacks 

averages displayed in Schedule WAR-6. In fact, my 5.81 percent growth 

estimate exceeds Value Line’s 4.49 percent 5-year compound historical 

average of EPS, DPS and BVPS by 132 basis points. In the case of the 

LDCs I would say that my 5.81 percent estimate is more optimistic than 

the growth projections for natural gas LDCs being presented by securities 

analysts at this point in time. 

3. 

4. 

How did you calculate the dividend yields displayed in Schedule 

WAR3? 

For both the water companies and the natural gas LDCs I used the 

estimated annual dividends, for the next twelve-month period, that 

appeared in Value Line’s January 20, 2012 Ratings and Reports water 

utility industry update and Value Line’s March 9, 2012 Ratings and 

Reports natural gas utility update. I then divided those figures by the 

eight-week average daily adjusted closing price per share of the 

appropriate utility’s common stock. The eig ht-week observation period ran 

from January 17, 2012 to March 9, 2012. The average dividend yields 
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were 3.25 percent and 3.62 percent for the water companies and natural 

gas LDCs respectively. 

Q. Based on the results of your DCF analysis, what is your cost of 

equity capital estimate for the water and natural gas utilities included 

in your sample? 

A. As shown on page 3 of Schedule WAR-2, the cost of equity capital derived 

from my DCF analysis is 8.44 percent for the water utilities and 9.44 

percent for the natural gas LDCs. 

Capital Asset Pricing Model (CAPM) Method 

Q. Please explain the theory behind CAPM and why you decided to use 

it as an equity capital valuation method in this proceeding. 

CAPM is a mathematical tool that was developed during the early 1960’s 

by William F. Sharpeg, the Timken Professor Emeritus of Finance at 

Stanford University, who shared the I990 Nobel Prize in Economics for 

research that eventually resulted in the CAPM model. CAPM is used to 

analyze the relationships between rates of return on various assets and 

risk as measured by beta.” In this regard, CAPM can help an investor to 

A. 

William F. Sharpe, “A Simplified Model of Portfolio Analysis,” Manasement Science, Vol. 9, No. 
2 (January 1963), pp. 277-93. 

lo Beta is defined as an index of volatility, or risk, in the return of an asset relative to the return of 
a market portfolio of assets. It is a measure of systematic or non-diversifiable risk. The returns 
on a stock with a beta of 1.0 will mirror the returns of the overall stock market. The returns on 
stocks with betas greater than 1.0 are more volatile or riskier than those of the overall stock 
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determine how much risk is associated with a given investment so that he 

or she can decide if that investment meets their individual preferences. 

Finance theory has always held that as the risk associated with a given 

investment increases, so should the expected rate of return on that 

investment and vice versa. According to CAPM theory, risk can be 

classified into two specific forms: nonsystematic or diversifiable risk, and 

systematic or non-diversifiable risk. While nonsystematic risk can be 

virtually eliminated through diversification (Le. by including stocks of 

various companies in various industries in a portfolio of securities), 

systematic risk, on the other hand, cannot be eliminated by diversification. 

Thus, systematic risk is the only risk of importance to investors. Simply 

stated, the underlying theory behind CAPM is that the expected return on 

a given investment is the sum of a risk-free rate of return plus a market 

risk premium that is proportional to the systematic (non-diversifiable risk) 

associated with that investment. In mathematical terms, the formula is as 

follows: 

k =  r f+  [ a (  rm- r f ) ]  

where: k = the expected return of a given security, 

risk-free rate of return, 

beta coefficient, a statistical measurement of a 

security's systematic risk, 

average market return (e.g. S&P 500), and 

- - rf 

a - 

- - rm 

market; and if a stock's beta is less than 1 .O, its returns are less volatile or riskier than the overall 
stock market. 
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rm - rf = market risk premium. 

2. 

4. 

3. 

4. 

What types of financial instruments are generally used as a proxy for 

the risk-free rate of return in the CAPM model? 

Generally speaking, the yields of U.S. Treasury instruments are used by 

analysts as a proxy for the risk-free rate of return component. 

Please explain why U.S. Treasury instruments are regarded as a 

suitable proxy for the risk-free rate of return? 

As citizens and investors, we would like to believe that U.S. Treasury 

securities (which are backed by the full faith and credit of the United 

States Government) pose no threat of default no matter what their maturity 

dates are. However, a comparison of various Treasury instruments 

(Attachment D) will reveal that those with longer maturity dates do have 

slightly higher yields. Treasury yields are comprised of two separate 

components,” a real rate of interest (believed to be approximately 2.00 

percent) and an inflationary expectation. When the real rate of interest is 

subtracted from the total treasury yield, all that remains is the inflationary 

expectation. Because increased inflation represents a potential capital 

loss, or risk, to investors, a higher inflationary expectation by itself 

represents a degree of risk to an investor. Another way of looking at this 

As a general rule of thumb, there are three components that make up a given interest rate or 
rate of return on a security: the real rate of interest, an inflationary expectation, and a risk 
premium. The approximate risk premium of a given security can be determined by simply 
subtracting a 91-day T-Bill rate from the yield on the security. 
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is from an opportunity cost standpoint. When an investor locks up funds in 

long-term T-Bonds, compensation must be provided for future investment 

opportunities foregone. This is often described as maturity or interest rate 

risk and it can affect an investor adversely if market rates increase before 

the instrument matures (a rise in interest rates would decrease the value 

of the debt instrument). As discussed earlier in the DCF portion of my 

testimony, this compensation translates into higher rates of returns to the 

investor. 

Q. 

9. 

Q. 

A. 

What security did you use for a risk-free rate of return in your CAPM 

analysis? 

I used an eight-week average of the yield on a 5-year U.S. Treasury 

instrument. The yields were published in Value Line's Selection and 

Opinion publication dated January 20, 2012 through March 9, 2012 

(Attachment D). This resulted in a risk-free (rf) rate of return of 0.81 

percent. 

Why did you use the yield on a 5-year year US. Treasury instrument 

as opposed to a short-term T-Bill? 

While a shorter term instrument, such as a 91-day T-Bill, presents the 

lowest possible total risk to an investor, a good argument can be made 

that the yield on an instrument that matches the investment period of the 

asset being analyzed in the CAPM model should be used as the risk-free 
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rate of return. Since utilities in Arizona generally file for rates every three 

to five years, the yield on a 5-year U.S. Treasury Instrument closely 

matches the investment period or, in the case of regulated utilities, the 

period that new rates will be in effect. 

P. 

4. 

Q. 

A. 

How did you calculate the market risk premium used in your CAPM 

analysis? 

I used both a geometric and an arithmetic mean of the historical total 

returns on the S&P 500 index from 1926 to 2010 as the proxy for the 

market rate of return (rm). For the risk-free portion of the risk premium 

component (rf), I used the geometric mean of the total returns of 

intermediate-term government bonds for the same eighty-four year period. 

The market risk premium (rm - rf) that results by using the geometric mean 

of these inputs is 4.50 percent (9.90% - 5.40% = 4.50%). The market risk 

premium that results by using the arithmetic mean calculation is 6.40 

percent (1 I .90% - 5.50% = 6.40%). 

How did you select the beta coefficients that were used in your 

CAPM analysis? 

The beta coefficients (B), for the individual utilities used in both my 

proxies, were calculated by Value Line and were current as of January 20, 

2012 for the water companies and March 9, 2012 for the natural gas 

LDCs. Value Line calculates its betas by using a regression analysis 
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between weekly percentage changes in the market price of the security 

being analyzed and weekly percentage changes in the NYSE Composite 

Index over a five-year period. The betas are then adjusted by Value Line 

for their long-term tendency to converge toward 1-00. The beta 

coefficients for the service providers included in my water company 

sample ranged from 0.65 to 0.85 with an average beta of 0.71. The beta 

coefficients for the LDCs included in my natural gas sample ranged from 

0.60 to 0.75 with an average beta of 0.67. 

Q. 

A. 

Q. 

A. 

What are the results of your CAPM analysis? 

As shown on pages 1 and 2 of Schedule WAR-7, my CAPM calculation 

using a geometric mean to calculate the risk premium results in an 

average expected return of 4.00 percent for the water companies and 3.83 

percent for the natural gas LDCs. My calculation using an arithmetic 

mean results in an average expected return of 5.35 percent for the water 

companies and 5.1 1 percent for the natural gas LDCs. 

What would be the expected return if a longer term 30-year U.S. 

Treasury bond were used as the risk free asset in the CAPM model? 

If a 3.07 percent eight-week average of 30-year U.S. Treasury bond yields 

were used in my CAPM model it would produce expected returns of 6.19 

percent using a geometric mean, and 7.33 percent using an arithmetic 

mean for my water company sample with its higher average beta of 0.71. 
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As I will discuss later in my testimony, the yields of long-term U.S. 

Treasury instruments are currently falling as a result of recent actions 

being undertaken by the U.S. Federal Reserve. 

2. 

4. 

Q. 

A. 

Please summarize the results derived under each of the 

methodologies presented in your testimony. 

The following is a summary of the cost of equity capital derived under 

each methodology used: 

METHOD RESULTS 

DCF (Water Sample) 8.44% 

DCF (Natural Gas Sample) 9.44% 

CAPM (Water Sample) 4.00% - 5.35% 

CAPM (Natural Gas) 3.83% - 5.1 1% 

My final recommended cost of common equity figure is 9.40 percent which 

is just below the high end of my range of estimates. 

How does your recommended cost of equity capital compare with 

the cost of equity capital proposed by the Company? 

The 10.50 percent cost of equity capital reflected in the Company's 

Application is 110 basis points higher than the 9.40 percent cost of equity 

capital that I am recommending. 
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3 

4. 

How did you arrive at your final recommended 9.40 percent cost of 

common equity? 

My recommended 9.40 percent cost of common equity falls just below the 

high side of the range of estimates obtained from my DCF and CAPM 

analyses. As I will discuss in more detail in the next section of my 

testimony, my final estimate takes into consideration current interest rates 

(as the cost of equity moves in the same direction as interest rates) and 

the current state of the national economy. My final estimate also takes 

into consideration the U.S. Federal Reserve’s recent decision to keep 

interest rates at their current levels until at least the later part of 2014. I 

also took into consideration information on Arizona’s economy and current 

rate of unemployment in making my final cost of equity estimate. 

Current Economic Environment 

Q. 

A. 

Please explain why it is necessary to consider the current economic 

environment when performing a cost of equity capital analysis for a 

regulated utility. 

Consideration of the economic environment is necessary because trends 

in interest rates, present and projected levels of inflation, and the overall 

state of the U.S. economy determine the rates of return that investors earn 

on their invested funds. Each of these factors represent potential risks 

that must be weighed when estimating the cost of equity capital for a 
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regulated utility and are, most often, the same factors considered by 

individuals who are also investing in non-regulated entities. 

3. 

9. 

Please describe your analysis of the current economic environment. 

My analysis begins with a review of the economic events that have 

occurred between I990 and the present in order to provide a background 

on how we got to where we are now. It also describes how the Board of 

Governors of the Federal Reserve System (“Federal Reserve” or “Fed”) 

and its Federal Open Market Committee (“FOMC”) used its interest rate- 

setting authority to stimulate the economy by cutting interest rates during 

recessionary periods and by raising interest rates to control inflation during 

times of robust economic growth. Schedule WAR-8 displays various 

economic indicators and other data that I will refer to during this portion of 

my testimony. 

In 1991, as measured by the most recently revised annual chavge in 

gross domestic product (“GDP”), the U.S. economy experienced a rate of 

growth of negative 0.20 percent. This decline in GDP marked the 

beginning of a mild recession that ended sometime before the end of the 

first half of 1992. Reacting to this situation, the Federal Reserve, then 

chaired by noted economist Alan Greenspan, lowered its benchmark 
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federal funds ratel2 in an effort to further loosen monetary constraints - an 

action that resulted in lower interest rates. 

During this same period, the nation's major money center banks followed 

the Federal Reserve's lead and began lowering their interest rates as well. 

By the end of the fourth quarter of 1993, the prime rate (the rate charged 

by banks to their best customers) had dropped to 6.00 percent from a 

1990 level of 10.01 percent. In addition, the Federal Reserve's discount 

rate on loans to its member banks had fallen to 3.00 percent and short- 

term interest rates had declined to levels that had not been seen since 

1972. 

Although GDP increased in 1992 and 1993, the Federal Reserve took 

steps to increase interest rates beginning in February of 1994, in order to 

keep inflation under control. By the end of 1995, the Federal discount rate 

had risen to 5.21 percent. Once again, the banking community followed 

the Federal Reserve's moves. The Fed's strategy, during this period, was 

to engineer a "soft landing." That is to say that the Federal Reserve 

wanted to foster a situation in which economic growth would be stabilized 

without incurring either a prolonged recession or runaway inflation. 

This is the interest rate charged by banks with excess reserves at a Federal Reserve district 
bank to banks needing overnight loans to meet reserve requirements. The federal funds rate is 
the most sensitive indicator of the direction of interest rates, since it is set daily by the market, 
unlike the prime rate and the discount rate, which are periodically changed by banks and by the 
Federal Reserve Board, respectively. 
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3. 

4. 

Q. 

A. 

Did the Federal Reserve achieve its goals during this period? 

Yes. The Fed’s strategy of decreasing interest rates to stimulate the 

economy worked. The annual change in GDP began an upward trend in 

1992. A change of 4.50 percent and 4.20 percent were recorded at the 

end of 1997 and 1998 respectively. Based on daily reports that were 

presented in the mainstream print and broadcast media during most of 

1999, there appeared to be little doubt among both economists and the 

public at large that the U.S. was experiencing a period of robust economic 

growth highlighted by low rates of unemployment and inflation. Investors, 

who believed that technology stocks and Internet company start-ups (with 

little or no history of earnings) had high growth potential, purchased these 

types of issues with enthusiasm. These types of investors, who exhibited 

what former Chairman Greenspan described as “irrational exuberance,” 

pushed stock prices and market indexes to all time highs from 1997 to 

2000. Over the next ten years, the FOMC continued to stimulate the 

economy and keep inflation in check by raising and lowering the federal 

funds rate. 

How did the U.S. economy fare between 2001 and 2007? 

The U.S. economy entered into a recession near the end of the first 

quarter of 2001. The bullish trend, which had characterized the last half of 

the 199O’s, had already run its course sometime during the third quarter of 

2000. Disappointing economic data releases, since the beginning of 
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2001, preceded the September 11, 2001 terrorist attacks on the World 

Trade Center and the Pentagon which are now regarded as a defining 

point during this economic slump. From January 2001 to June 2003 the 

Federal Reserve cut interest rates a total of thirteen times in order to 

stimulate growth. During this period, the federal funds rate fell from 6.50 

percent to 1.00 percent. The FOMC reversed this trend on June 29, 2004 

and raised the federal funds rate 25 basis points to 1.25 percent. From 

June 29, 2004 to January 31, 2006, the FOMC raised the federal funds 

rate thirteen more times to a level of 4.50 percent during a period in which 

the economic picture turned considerably brighter as both Inflation and 

unemployment fell, wages increased and the overall economy, despite 

continued problems in housing, grew br i~kly. ’~ 

The FOMC’s January 31, 2006 meeting marked the final appearance of 

Alan Greenspan, who had presided over the rate setting body for a total of 

eighteen years. On that same day, Greenspan’s successor, Ben 

Bernanke, the former chairman of the President‘s Council of Economic 

Advisers, and a former Fed governor under Greenspan from 2002 to 

2005, was confirmed by the U.S. Senate to be the new Federal Reserve 

chief. As expected by Fed watchers, Chairman Bernanke picked up 

where his predecessor left off and increased the federal funds rate by 25 

basis points during each of the next three FOMC meetings for a total of 

Henderson, Nell, “Bullish on Bernanke” The Washinqton Post, January 30, 2007. 13 
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seventeen consecutive rate increases since June 2004, and raising the 

federal funds rate to a level of 5.25 percent. The Fed’s rate increase 

campaign finally came to a halt at the FOMC meeting held on August 8, 

2006, when the FOMC decided not to raise rates. Once again, the Fed 

managed to engineer a soft landing. 

Q. 

A. 

What has been the state of the economy since 2007? 

Reports in the mainstream financial press during the majority of 2007 

reflected the view that the U.S. economy was slowing as a result of a 

worsening situation in the housing market and higher oil prices. The 

overall outlook for the economy was one of only moderate growth at best. 

Also during this period the Fed’s key measure of inflation began to exceed 

the rate setting body’s comfort level. 

On August 7, 2007, the beginning of what is now being referred to as the 

Great Recession; the FOMC decided not to increase or decrease the 

federal funds rate for the tinth straight time and left its target rate 

unchanged at 5.25 percent.14 At the time of the Fed’s decision, analysts 

speculated that a rate cut over the next several months was unlikely given 

the Fed’s concern that inflation would fail to moderate. However, during 

this same period, evidence of an even slower economy and a possible 

Ip, Greg, “Markets Gyrate As Fed Straddles Inflation, Growth” The Wall Street Journal, August 14 

a, 2007 
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recession was beginning to surface. Within days of the Fed’s decision to 

stand pat on rates, a borrowing crisis rooted in a deterioration of the 

market for subprime mortgages, and securities linked to them, forced the 

Fed to inject $24 billion in funds (raised through its open market 

operations) into the credit market~.‘~ By Friday, August 17, 2007, after a 

turbulent week on Wall Street, the Fed made the decision to lower its 

discount rate (i.e. the rate charged on direct loans to banks) by 50 basis 

points, from 6.25 percent to 5.75 percent, and took steps to encourage 

banks to borrow from the Fed’s discount window in order to provide 

liquidity to lenders. According to an article that appeared in the August 18, 

2007 edition of The Wall Street Journal, l6 the Fed had used all of its tools 

to restore normalcy to the financial markets. If the markets failed to settle 

down, the Fed’s only weapon left was to cut the Federal Funds rate - 

possibly before the next FOMC meeting scheduled on September 18, 

2007. 

Q. 

A. 

Did the Fed cut rates as a result of the subprime mortgage borrowing 

crises? 

Yes. At its regularly scheduled meeting on September 18, 2007, the 

FOMC surprised the investment community and cut both the federal funds 

rate and the discount rate by 50 basis points (25 basis points more than 

Ip, Greg, “Fed Enters Market To Tamp Down Rate” The Wall Street Journal, August 9,2007 

Ip, Greg, Robin Sidel and Randall Smith, “Fed Offers Banks Loans Amid Crises” The Wall 

15 

16 

Street Journal, August 9, 2007 
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what was anticipated). This brought the federal funds rate down to a level 

of 4.75 percent. The Fed’s action was seen as an effort to curb the 

aforementioned slowdown in the economy. Over the course of the next 

four months, the FOMC reduced the Federal funds rate by a total 175 

basis points to a level of 3.00 percent - mainly as a result of concerns that 

the economy was slipping into a recession. This included a 75 basis point 

reduction that occurred m e  week prior to the FOMC’s meeting on January 

29, 2008. 

Q. 

A. 

What actions has the Fed taken in regard to interest rates since the 

beginning of 2008? 

The Fed made two more rate cuts which included a 75 basis point 

reduction in the federal funds rate on March 18, 2008 and an additional 25 

basis point reduction on April 30, 2008. The Fed’s decision to cut rates 

was based on its belief that the slowing economy was a greater concern 

than the current rate of inflation (which the majority of FOMC members 

believed would moderate during the economic s lo~down). ’~ As a result of 

the Fed’s actions, the federal funds rate was reduced to a level of 2.00 

percent. From April 30, 2008 through September 16, 2008, the Fed took 

no further action on its key interest rate. However, the days before and 

after the Fed’s September 16,2008 meeting saw longstanding Wall Street 

Ip, Greg, “Credit Worries Ease as Fed Cuts, Hints at More Relief‘ The Wall Street Journal, 17 

March 19, 2008 
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firms such as Lehman Brothers, Merrill Lynch and AIG failing as a result of 

their subprime holdings. By the end of the week, the Bush administration 

had announced plans to deal with the deteriorating financial condition 

which had now become a worldwide crisis. The administrations actions 

included former Treasury Secretary Henry Paulson’s request to Congress 

for $700 billion to buy distressed assets as part of a plan to halt what has 

been described as the worst financial crisis since the 1930’~ ’~.  Amidst this 

turmoil, the Fed made the decision to cut the federal funds rate by another 

50 basis points in a coordinated move with foreign central banks on 

October 8, 2008. This was followed by another 50 basis point cut during 

the regular FOMC meeting on October 29, 2008. At the time of this 

writing, the federal funds target rate now stands at 0.25 percent, the result 

of a 75 basis point cut announced on December 16,2008. 

Q. 

A. 

What is the current rate of inflation in the U.S.? 

As can be seen on Schedule WAR-8, the current rate of inflation, as 

measured by the consumer price index, is at 2.90 percent according to 

information provided by the U.S. Department of Labor’s Bureau of Labor 

~tat ist ics.”~ 

l8 

Markets, But Struggle Looms Over Details” The Wall Street Journal, September 20,2008 
Soloman, Deborah, Michael R. Crittenden and Damian Paletta, “U.S. Bailout Plan Calms 

http://www. bls.qov/news. releaselcpi. nrO. h tm 
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2. 

4. 

Q. 

A. 

Has the Fed raised interest rates in anticipation of higher inflation? 

No. The FOMC has not raised interest rates to date. The Fed’s plan to 

buy $600 billion of U.S. government bonds over an eight month period, 

known as quantitative easing stage two or QE2,20 was completed during 

the summer of 2011. The attempt to drive down long-term interest rates 

and encourage more borrowing and growth by increasing the money 

supply has yet to stimulate the economy, however, fears of a double dip 

recession seem to have subsided. At its August 9, 2011 meeting, the 

FOMC announced that it intended to keep interest rates at their current 

levels for at least the next two years warning that the economy would 

remain weak for some time but that the Fed is prepared to take further 

steps to shore it up.21 

Has the Fed taken any recent action, such as QE2, to stimulate the 

economy? 

Yes. At the close of the FOMC’s September meeting the Fed announced 

its decision to implement a plan that resembles a 1961 Federal Reserve 

program known as “Operation Twist”.22 Under this plan, the Fed will sell 

$400 billion in Treasury securities that mature within three years. The 

2o Hilsenrath, Jon, “Fed Fires $600 Billion Stimulus Shot” The Wall Street Journal, November 4, 
2010 

21 

Street Journal, August IO, 201 1 

22 

September 22,201 1 

Reddy, Sudeep and Jonathan Cheng “Markets Sink Then Soar After Fed Speaks” The Wall 

Hilsenrath, Jon and Luca Di Leo “Fed Launches New Stimulus” The Wall Street Journal, 
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proceeds from these sales will then be reinvested into securities that 

mature in six to thirty years. This action would significantly alter the 

balance of the Fed's holdings toward long-term securities. In addition to 

selling off its shorter term Treasury holdings, the Fed will take the 

proceeds from its maturing mortgage-backed securities and reinvest them 

in other mortgage backed securities. For the past year, the Fed has been 

reinvesting that money into Treasury bonds, shrinking its mortgage 

portfolio. The overall goal of the Fed's plan is to reduce long-term interest 

rates in the hope of boosting investment and spending and provide a shot 

in the arm to the beleaguered housing sector of the economy. During its 

most recent FOMC meeting held on March 13, 2012, the Fed decided not 

to make any changes to existing interest rates. After the meeting Fed 

officials reiterated their prior position that they expected short-term interest 

rates to stay close to zero "at least through late 2014," which is even 

longer than indicated prior to January 2012. In a prepared statement 

released after their meeting, Fed officials noted that labor market 

conditions have "improved further" and the unemployment rate "has 

declined notably in recent months but remains elevated."23 

~ ~~~ 

23 Peterson, Kristina and Tom Barkley and Jeffrey Sparshottd, "Fed Stands Pat" The Wall Street 
Journal, March 13, 201 2 
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2. 

9. 

3. 

4. 

Has there been any noticeable drop in long-term rates since the Fed 

announced its plan to purchase longer term Treasury instruments? 

Yes. As can be seen in Attachment D, the yield on the 30-year Treasury 

bond has from fallen from 4.56 percent to 3.09 percent since March 2, 

201 1. 

Putting this all into perspective, how have the Fed’s actions since 

2000 affected the yields on Treasury Instruments and benchmark 

interest rates? 

As can be seen on Schedule WAR-8, current Treasury yields are 

considerably lower than corresponding yields that existed during the year 

2000 and U.S. Treasury instruments, are for the most part, still at 

historically low levels. As can be seen on the first page of Attachment D, 

the previously mentioned federal discount rate (the rate charged to the 

Fed’s member banks), has remained steady at 0.75 percent since 

November of 201 0. 

As of February 29, 2012, leading interest rates that include the 3-monthI 

6-month and l-year treasury yields have dropped from their March 2011 

levels. Longer term yields including the 5-year, 1 O-year and 30-year have 

all fallen from levels that existed a year ago. The same is true for the 30- 

year Zero rate. The prime rate has remained constant at 3.25 percent 

over the past year, as has the benchmark federal funds rate discussed 

4% 
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above. A previous trend, described by former Chairman Greenspan as a 

“c~nundrurn”~~, in which long-term rates fell as short-term rates increased, 

thus creating a somewhat inverted yield curve that existed as late as June 

2007, is completely reversed and a more traditional yield curve (one 

where yields increase as maturity dates lengthen) presently exists. The 5- 

year Treasury yield, used in my CAPM analysis, has decreased 131 basis 

points from 2.17 percent, in March 2011, to 0.86 percent as of February 

29, 2012. 

Q. 

A. 

Q. 

A. 

What are the current yields on utility bonds? 

Referring again to Attachment D, as of February 8, 2012, 25I30-year A- 

rated utility bonds were yielding 4.05 percent (I64 basis points lower than 

a year ago) and 25I30-year BaaIBBB-rated utility bonds were yielding 4.53 

percent (down 155 basis points from a year earlier). 

What is the current outlook for the economy? 

The current outlook on the economy is that a slide into recession is 

unlikely. Housing construction is showing signs of improvement and 

jobless claims appear to be falling. However, rising oil prices may have a 

negative effect on GDP growth projections. Value Line’s analysts offered 

this perspective in the March 9, 2012 edition of Value Line’s Selection and 

Opinion publication: 

Wolk, Martin, “Greenspan wrestling with rate ‘conundrum’,’’ MSNBC, June 8, 2005 24 
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“Housing is starting to show some life, after more than 
a half decade in which this sector had stumbled badly. 
Evidence of this progressively better trend can be seen in 
data on housing starts and building permits (both of which 
rose in January), as well as in sales of existing homes, 
which also perked up. Further, new home sales are 
steadying; a report on pending home sales was 
encouraging; and inventories of unsold homes are now 
falling. Such improvements stem, we think, from growth in 
hiring, increased credit availability, and greater housing 
affordability.“ 

Value Line’s analysts went on to say: 

”Still, the presumptive recovery in this area is likely to 
be agonizingly slow and frustratingly uneven. In fact, 
the next year may well see some backing and filling within 
the confines of a generally rising long-term trend. Housing 
had taken a severe beating, and after such a sharp 
reversal, it is quite normal that a long basing period would 
follow. We add that it could be years before earlier highs 
in sales and prices will be revisited.” 

Value Line’s analysts continued to state: 

”The picture is muddled in other areas. For example, 
we are seeing mixed trends in industrial output and factory 
use. Moreover, orders for durable goods fell sharply in 
January, but consumer confidence increased strongly. 
Finally, jobless claims are mostly trending lower, but oil 
prices are soaring. Adding it all up, we think that GDP will 
rise by 2.0% - 2.5% this year - unless oil prices surge 
further in the months to come.” 

Q. 

A. 

How are water utilities such as Pima faring in the current economic 

environment? 

While, as always, there are concerns regarding long-term infrastructure 

requirements, Value Line analyst Andre J. Costanza stated in his January 

20, 2012 quarterly water industry update (Attachment A) that water utilities 

are being viewed as safe havens during the current period of economic 
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uncertainty - even though they are regarded as less than stellar 

investments. Mr. Costanza went on to state the following: 

"The Water Utility Industry has held up relatively well since 
our last visit in October. Although a slew of recently 
released economic data suggests that the housing and job 
market are on the road to recovery, many still-wary pundits 
appear to be reserving judgment until there are clearer 
signs of stability. Some are even saying that the uptick in 
jobs and new home sales is being artificially supported, 
and that another downturn could be on the horizon. Either 
way, investors' cautious approach is evident, with many 
continuing to seek shelter from potential market volatility in 
the relatively safe Water Utility Industry. As a result, the 
group, as a whole, ranks in the upper rungs of The Value 
Line Investment Survey for Timeliness. 

That being said, not all that operate in this space have 
exactly been supporting their own causes. Many ran into 
trouble in the most recent quarter, raising concern that the 
group may have difficulty growing earnings in the months 
ahead. Burgeoning maintenance and capital expenditure 
costs remain a problem, despite more favorable regulatory 
backing . 

Still, the group's income component has historically been 
its attraction. Steady dividend growth ought to continue to 
pique investor interest, but for how long, given a plethora 
of alternatives and financial constraints that may well limit 
capital deployment in the future." 

Q. 

4. 

How has  Arizona fared in terms of the overall economy and home 

foreclosures? 

Arizona was one of the states hit hardest during the Great Recession and 

has lagged during the current recovery.25 During the period between 2006 

and 2009, statewide construction spending fell by 40.00 percent. 

According to information provided by Irvine, California-based RealtyTrac 

' 5  Beard, Betty, "Recession hit Arizona hardest" The Arizona Republic, March 6, 201 1 
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on January 9, 2012, Arizona ranks second in the nation in foreclosures 

behind Nevada and ahead of California. According to RealtyTrac, Arizona 

had the nation’s second highest state foreclosure rate for the third year in 

a row, with 4.14 percent of the state’s housing units (one in 24) with at 

least one foreclosure filing in 201 1. This despite a 28.00 percent drop in 

foreclosure activity from November 201 1 to December 201 I which was 

caused largely by a 41.00 percent drop in scheduled foreclosure 

Q. 

4. 

What is the current unemployment situation in Arizona during this 

period of economic recovery? 

According to information published on January 20, 2012, and displayed on 

the website of the Arizona Department of Administration’s Ofice of 

Employment and Population  statistic^,^^ the seasonally adjusted 

unemployment rate for Arizona remained steady at 8.70 percent in 

November and December 2011. At the time that this information was 

compiled, Arizona’s rate of unemployment was slightly higher than the 

U.S. unemployment rate28 which stood at 8.50 percent during December 

201 1 as can be seen below: 

RealtyTrack Staff, ”Year-End Foreclosure Report: Foreclosures on the Retreat,” RealtyTrack, 
January 9,2012. 

” Arizona Department of Administration’s Office of Employment and Population Statistics 
httD://www. workforce. az.qov/ 

’* U.S. Bureau of Labor Statistics Economic News Release dated June 3,201 1 
http://www. bls.qov/news.release/emDsit. nrO. htm 
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Arizona, U.S. Economic Indicators 
Unemployment Rate (Seasonally Adj.) 

Dec '1 1 Nov '1 1 Oct '1 1 

United States 8.5% 8.7% 9.0% 
Arizona 8.7% 8.7% 9.0% 
Arizona unadjusted rate 8.7% 8.4% 8.9% 

In January 2012 the U. S. rate was 8.30 percent. According to the 

January 2, 2012 Arizona Department of Administration's Office of 

Employment and Population Statistics report, the December 201 1 rates of 

unemployment by county as follows: 

County Unemployment Rates - December 2011 

Apache 
Cochise 
Coconino 
Gila 
Graham 
Greenlee 
La Paz 
Maricopa 
Mohave 
Navajo 
Pima 
Pinal 
Santa Cruz 
Yavapai 
Yuma 

15.5% 
8.1% 
8.5% 

10.0% 
10.0% 
8.2% 
9.7% 
7.7% 

10.1% 
14.7% 
7.9% 

10.4% 
15.2% 
9.6% 

23.1 % 

As noted earlier, Pima provides service to ratepayers in Maricopa County. While 

Sun Lakes is a retirement community, retires nationwide have suffered from the 

economic downturn in regard to their returns on retirement plans such as 

401 (k)'s. 
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2. 

4. 

After weighing the economic information that you’ve just discussed, 

do you believe that the 9.40 percent cost of equity capital that you 

have estimated is reasonable for the Company? 

I believe that my recommended 9.40 percent cost of equity capital, which 

is 487 basis points higher than the current 4.53 percent yield on a 

Baa/BBB-rated utility bond, will provide Pima with a reasonable rate of 

return on invested capital when data on interest rates (that are low by 

historical standards), the current state of the economy, current rates of 

unemployment (both nationally and in Arizona), and the Fed’s decision to 

keep interest rates at their current levels into the latter part of 2014 are all 

taken into consideration. As I noted earlier, the Hope decision determined 

that a utility is entitled to earn a rate of return that is commensurate with 

the returns it would make on other investments with comparable risk. I 

believe that my cost of equity analysis, which is just below the high side of 

the range of results I obtained from both the DCF and CAPM models, has 

produced such a return. 

COST OF DEBT 

Q. Have you reviewed Pima’s testimony on the Company-proposed cost 

of long-term debt? 

A. Yes. 
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2. 

4. 

Q. 

4. 

What is Pima proposing in regard to the cost of long term-debt? 

Pima is proposing a weighted cost of debt of 7.182 percent which is 

comprised of a 7.696 percent cost associated with existing Maricopa 

County Industrial Development Authority (“IDA) bonds and a pro-forma 

6.620 percent cost of debt on a pending $8,370,000 loan agreement - 

possibly with Wells Fargo Bank, NA (“Wells Fargo”). According to Water 

and Wastewater Division financing  application^^^ filed with the 

Commission on November 8, 201 1 , Pima intends to use $1,500,000 of the 

proposed loan proceeds to fund force main replacement projects in the 

sewer system and to refurbish certain outdated sewer facilities. 

$4,370,000 will be used to refinance Pima’s existing IDA bonds at a lower 

interest rate and $2,500,000 to will be used to rebalance the capital 

structure by replacing equity with debt. 

What is the cost of debt associated with the proposed loan 

agreement? 

Pima is proposing a cost of debt of 6.620 percent (5.50 percent actual 

interest and 1.120 percent in issuance costs). However, as in most 

lending arrangements, the final interest rate is not known until the loan is 

actually executed. During the preparation of the Staff Report on Pima’s 

” In its financing applications, Pima requested that the Commission enter an order authorizing 
ihe Company to incur indebtedness in an amount not to exceed $8,370,000 for a term not to 
exceed 7 years at an interest rate not to exceed 5.5 percent, and to encumber its real property 
and utility plant and system to secure such indebtedness. 
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financing applications, the Company filed an amended term sheet which 

revised the anticipated rate of interest from 5.50 percent to 3.65 percent. 30 

2. 

4. 

Q. 

A. 

What is the current status of Pima’s financing request? 

The Commission is scheduled to vote on Pima’s request during the 

Regular Open Meeting scheduled for March 27, 2012 which is the same 

date that the direct testimony on Pima’s Consolidated Application will be 

filed. The Administrative Law Judge assigned to the matter has 

recommended approval of the Company’s request based on the 

recommendations contained in a Staff Report that was filed on February 7, 

2012. On February 15, 2012, Pima filed comments to the Staff Report 

and stated the following: 

“Pima thanks Staff for their timely issuance of their Staff 
Report and respectfully urges the Commission to act 
promptly on this matter. Company and counsel are well 
aware of the agency’s strained resources. However, in this 
case, prompt approval inures to the direct benefit of 
ratepayers, who will benefit from the lower cost of capital in 
their rates. The Commission has encouraged utilities to 
use low cost debt in their capital planning and Pima has 
secured financing at today’s historically low rates 
[emphasis added].” 

What cost of long-term debt are you recommending for Pima? 

Because a final decision on Pima’s financing application will not be 

available until after my direct testimony is filed and I do not know what the 

final cost of the proposed loan agreement will be, I am recommending that 

30 On January 6, 2012, Pima filed an amended term sheet revising the anticipated maturity date 
on the proposed loan to 5 years from 5-year and -/-year alternatives and showing the offered 
interest rate @-year London Interbank Offer Rate (“LIBOR”) plus 2.00 percent) at 3.65 percent. 
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the Commission adopt the Company-proposed cost of IDA Bond debt of 

6.62 percent only at this time. However, I reserve the right to modify my 

recommendation based on the Commission’s final decision and on the 

terms that are contained in an executed loan agreement between Pima 

and a third-party lender. 

CAPITAL STRUCTURE 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Have you reviewed Pima’s testimony regarding the Company’s 

proposed capital structure? 

Yes. 

Please describe the Company’s proposed capital structure. 

The Company is proposing a capital structure comprised of 31.08 percent 

long-term debt and 68.92 percent common equity which reflects Pima’s 

intent to refinance existing IDA debt with an anticipated loan through Wells 

Fargo. Under the Company’s proposal, Pima’s capital assets would be 

financed by $8,370,000 in long-term debt and $18,563,072 in common 

equity. 

What capital structure are you recommending for Pima? 

Because of the uncertainty regarding Pima’s financing application, I am 

recommending that the Commission adopt the Company’s adjusted end of 

test year capital structure comprised of 22.53 percent long-term debt and 

77.47 percent common equity. However, as with my recommended cost 
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of long-term debt, I am reserving the right to modify my recommendation 

based on the Commission’s final decision on Pima’s financing application. 

1. 

1. 

9. 

4. 

Is Pima’s adjusted test year capital structure in line with industry 

averages? 

No. As can be seen in Schedule WAR-9, Pima’s adjusted test year capital 

structure is heavier in equity than the capital structures of the water 

utilities in my sample and would be perceived by investors as having lower 

financial risk. The same is true in the case of my LDC sample. 

Have you made a downward adjustment to your recommended cost 

of equity that reflects the fact that Pima’s capital structure is heavier 

in equity than the capital structures of your sample utilities? 

No, and I do not want to make any such adjustment until after the 

Commission makes a decision on Pima’s financing application. 

WEIGHTED AVERAGE COST OF CAPITAL 

Q. How does the Company’s proposed weighted average cost of capital 

compare with your recommendation? 

The Company has proposed a weighted average cost of capital of 9.47 

percent. This figure is the result of a weighted average of Pima’s 

proposed 7.182 percent cost of long-term debt and 10.50 percent cost of 

common equity capital. The Company-proposed 9.47 percent weighted 

A. 
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cost of capital is 46 basis points higher than the 9.01 percent weighted 

cost of capital that I am recommending. Again my figure will most likely 

change once a final decision is out on Pima’s financing application. 

ZOMMENTS ON THE COMPANY-PROPOSED COST OF EQUITY CAPITAL 

3. 

4. 

Q. 

9. 

How does your recommended cost of equity capital compare with 

the cost of equity capital proposed by the Company? 

The Company’s cost of capital witness, Mr. Bourassa, is recommending a 

cost of common equity of 10.50 percent. His 10.05 percent cost of equity 

capital is 110 basis points higher than the 9.40 percent cost of equity 

capital that I have calculated. 

What methods did Mr. Bourassa use to arrive at his proposed cost of 

common equity for the Company? 

Mr. Bourassa used both the DCF and CAPM methods. He also relies on a 

third valuation method known as a Build-up method that does not require 

the use of market betas as does the CAPM. His DCF analysis relies on 

the same constant growth version of the DCF model that I have used with 

two different growth estimates: a past and future growth estimate which 

produces a 9.20 percent indicated cost of equity, and a future growth 

estimate which produces a 9.80 percent indicated cost of equity. The 

average of the results of these two DCF methodologies is 9.50 percent. 

Mr. Bourassa’s CAPM analysis also uses the same model that I have 
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used but he obtains two different results: one obtained by using an 

historical risk premium and the other by using a current market risk 

premium. His CAPM analysis produces results of 10.00 percent using an 

historical risk premium and 12.40 percent using a current market risk 

premium. His average CAPM result is 11.20 percent. 

Q. 

A. 

What are the main reasons for the difference in the results that you 

obtained from your DCF analysis and the results that Mr. Bourassa 

obtained from his DCF analysis using the constant growth model? 

Mr. Bourassa conducted his analysis during the later part of July 201 1 and 

consequently much of the data that he used in his analysis is now eight 

months old. This can be seen in a price comparison of five of the water 

company stocks that we both used in our samples: The difference 

between the average adjusted closing stock prices used in my DCF model 

and spot prices used by Mr. Bourassa in his DCF models are as follows: 

AWR 

CWT 

MSEX 

SJW 

VVTR 

Riqsbv 

$36.63 

$18.43 

$1 8.65 

$23.83 

$22.01 

60 

Bou rassa 

$34.75 

$19.13 

$1 8.82 

$24.29 

$22.24 

Difference 

$1.88 

($0.70) 

($0.17) 

($0.46) 

($0.23) 
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As can be seen above, four of the five water stocks that our samples have 

in common have fallen in value since July 22, 2011 when Mr. Bourassa 

recorded the closing spot prices used in his DCF model. Since, with the 

exception of CWT, there is little difference in the projected dividends used 

in our respective DCF models, the more current prices used in my model 

result in a lower current dividend yield which can be seen as follows: 

Riasby Bourassa Difference 

AWR 3.06% 3.11% (5) bPS 

CVVT 3.34% 6.43% (309) bps 

MSEX 3.97% 3.55% 42 bps 

SJW 2.90% 3.88% (98) bPS 

WTR 3.00% 2.83% (17) bPS 

In the case of C W ,  the higher 6.43 percent yield calculated by Mr. 

Bourassa reflects a previous annual dividend payment of $1.19, as 

opposed to the current payment of $0.62, which was in effect prior to a 2 

for 1 stock split that occurred in June 201 1. 

Q. 

A. 

What are the differences between your constant growth DCF results 

and Mr. Bourassa's constant growth models? 

As I stated earlier, Mr. Bourassa did not rely on a sample of natural gas 

utilities so my comparison is limited to our respective water utility samples. 
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Much of the difference between our results is attributable to the utilities 

that were included in our samples. As I explained earlier in my testimony, 

Mr. Bourassa’s sample included one water company that I excluded 

because Value Line does not provide the long-term projections on it which 

I use to develop my growth estimates for the “g” component of the DCF 

model. My 3.25 percent average dividend yield for water companies falls 

between his average annual dividend yields of 3.46 percent to 3.08 

percent. Mr. Bourassa’s 3.82 percent average current dividend yield of 

the five utilities that our samples have in common (based on my 8-week 

average adjusted closing prices listed above) would be 57 basis points 

higher than my 3.25 percent relying on his method for calculating the 

current dividend yield. In regard to our growth (Le. “g” component of the 

DCF model) estimates, Mr. Bourassa’s estimates of 5.27 percent to 5.78 

percent are 8 basis points to 59 basis points higher than my average 

growth estimate of 5.1 9 percent. 

Q. 

A. 

Do you agree with Mr. Bourassa’s rationale for not using Value bine 

estimates of DPS growth in the estimation of a growth rate for the 

DCF model? 

No, I do not. In explaining his reason for this Mr. Bourassa also admits 

that DPS projections are not available for the one water utility that I 

excluded in my sample. While in this case Mr. Bourassa admits that the 

projected DPS growth rate of 4.13 percent is higher than the historical 
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growth rate of 3.33 percent, he has essentially made an argument in prior 

cases that the DPS element of growth should be selectively ignored if it 

depresses an overall growth rate that also includes EPS and BVPS. 

2. 

4. 

7. 

9. 

... 

Do you agree with Mr. Bourassa? 

No. I believe that all elements of growth should be considered in 

calculating a growth component for the DCF. This is what I’ve done to 

arrive at my DCF growth estimates. 

What are the main differences between your CAPM results and Mr. 

Bourassa’s CAPM results? 

The differences between our CAPM results is attributable to his selection 

of forecasted long-term U.S. Treasury instrument yields used as inputs for 

the risk-free rate of return and the time period that has expired since Mr. 

Bourassa filed his direct testimony. Mr. Bourassa’s average beta of 0.76 

has fallen to 0.72 since his testimony was filed, and his current market risk 

premium figure of 9.70 percent is simply not realistic when compared with 

the market risk premiums, ranging from 4.50 percent to 6.40 percent, that I 

obtained from Morningstar’s 201 1 SBBl Yearbook. 
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2. 

4. 

7. 

4. 

Q. 

A. 

Please explain the differences in your risk free rates of return. 

I relied on an 8-week average yield of 0.81 percent on a 5-year treasury 

instrument whereas Mr. Bourassa relied on a 5.00 percent average of 

forecasted 30-year Treasury yields. 

Do you agree with Mr. Bourassa’s reliance on forecasted yields of 

long-term Treasury instruments? 

No. I believe that an average of the most recent yields on a 5-year 

Treasury instrument is more appropriate when one takes into account that 

utilities generally file for new rates every three to five years. Mr. 

Bourassa’s 5.00 percent risk-free rate is based on analysts’ forecasts for 

2012 and 2013 and is 191 basis points higher than the current 3.09 

percent yield on a 30-year Treasury bond (Attachment 4, Value Line 

Selection & Opinion page 1709) which I believe is a better indicator of 

future yields on that instrument. 

What is the current average beta for the water utilities included in Mr. 

Bourassa’s sample? 

The current average beta for the water utilities included in Mr. Bourassa’s 

sample is 0.72 as opposed to the 0.76 used in his CAPM analysis and the 

0.71 average beta used in my CAPM analysis using a sample of water 

utilities. Since Mr. Bourassa’s direct testimony was filed in August 2011, 

the betas for all of the water companies in his sample, with the exception 
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of VVTR, dropped by 0.05 respectively, indicating lower risk, in terms of 

beta, for these companies. 

2. 

4. 

Q. 

4. 

What are the differences in the market risk premiums that you used 

in your CAPM analyses? 

As I explained earlier in my testimony, my market risk premiums are the 

6.30 percent arithmetic and 4.50 percent geometric means of the 

differences between the return on the broader stock market and the yields 

of intermediate term U.S. Treasury instruments over the 1926 - 2010 time 

frame (obtained from Morningstar’s 201 I SBBl Yearbook). Mr. Bourassa 

relied on a 6.70 percent historical risk premium (which also relied on 

Morningstar data) and a 9.70 percent current market risk premium, which 

was computed using the DCF model and data on 1,700 stocks followed by 

Value Line. 

Do you agree with Mr. Bourassa’s 9.70 percent current market risk 

premium? 

No. Mr. Bourassa’s 9.70 percent market risk premium is clearly excessive 

and only represents a snapshot in time. He calculates it by using a DCF 

model that relies on stock price appreciation for the growth component 

(i.e. “g”). This results in a 20-month average expected return of 14.15 

percent. His 9.70 percent risk premium is the difference between the 9.70 

percent DCF result and the 4.41 percent 20-month average of the yields 
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on a 30-year Treasury instrument. Mr. Bourassa’s current market risk 

premium is not even realistic considering the historic market risk 

premiums that take into consideration the full spectrum of economic 

conditions that have occurred since 1926. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

... 

How did Mr. Bourassa arrive at his final 10.50 percent cost of 

common equity for the Company? 

Mr. Bourassa’s proposed 10.50 percent cost of common equity represents 

his own judgment and relies on the results of the midpoints of the ranges 

of estimates he obtained from his various models. 

Is there any merit in the rationale used by Mr. Bourassa in regard to 

the size arguments stated in his direct testimony? 

No. One has to take into consideration the fact that the water utilities 

included in both Mr. Bourassa’s and my samples are collections of water 

systems that are similar to Pima and face the same types of risks as Pima. 

Has the ACC ever granted a cost of equity based on company size? 

To the best of my knowledge, the Commission has never granted a higher 

cost of common equity based on company size. 
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a. 

4. 

Q. 

A. 

Q. 

A. 

Does your cost of capital recommendation take into consideration 

any perceived business risks that the Company might face? 

Yes. As I stated earlier in my testimony, I believe that the amount of 

equity contained in my recommended capital structure, which is higher 

than the percentage of equity contained in my utility samples, and the fact 

that I have not made any downward adjustment to my recommended 9.40 

percent cost of equity mitigates any perceived business risk. In addition to 

this I would also point out that my recommended 9.40 percent cost of 

common equity is only slightly lower than the higher DCF result obtained 

from my LDC sample as opposed to the lower DCF result obtained from 

my sample of water companies. 

Does your silence on any of the issues, matters or findings 

addressed in the testimony of Mr. Bourassa or any other witness for 

Pima constitute your acceptance of their positions on such issues, 

matters or findings? 

No, it does not. 

Does this conclude your testimony on Pima? 

Yes. 
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Utility Company 
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Rincon Water Company 

Ash Fork Development 
Association, Inc. 
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Bonita Creek Land and 
Homeowner's Association 

Pineview Land & 
Water Company 
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Bella Vista Water Company 
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Pineview Water Company 

I.M. Water Company, Inc. 

Marana Water Service, Inc. 

Tonto Hills Utility Company 

New Life Trust, Inc. 
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GTE California, Inc. 

Citizens Utilities Rural Company, Inc. 

MCO Properties, Inc. 

American States Water Company 

Arizona-American Water Company 

Arizona Electric Power Cooperative 
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Beardsley Water Company, Inc. 

Mirabell Water Company 
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WIFA Financing 

WIFA Financing 
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WlFA Financing 
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Financing 

Financing 

Financing 
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Rate Increase 

3 



Appendix I 

RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.) 

Utilitv Company 

Arizona-American Water Company 

Arizona Public Service Company 

Rio Rico Utilities, Inc. 

Qwest Corporation 

Chaparral City Water Company 
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Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Transaction Approval 

ACRM Filing 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 
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RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.) 

Utilitv Company 

UNS Gas, Inc. 

Arizona Water Company 

Far West Water & Sewer Company 

Black Mountain Sewer Corporation 

Global Utilities 

Litchfield Park Service Company 

UNS Electric, Inc. 

Rio Rico Utilities, Inc. 

Arizona-American Water Company 

Bella Vista Water Company 

Chaparral City Water Company 

Qwest Communications International 

CenturyLink, Inc. 

Southwest Gas Corporation 

Arizona-American Water Company 

Arizona-American Water Company 

Bermuda Water Company, Inc. 

UNS Gas, Inc. 

Arizona Public Service Company 

Arizona-American Water Company 

Arizona Water Company 

Arizona Water Company 

Docket No. 

G-04204A-08-057 I 

W-01445A-08-0440 

WS-03478A-08-0608 

SW-02361 A-08-0609 

SW-02445A-09-0077 et a I. 

SW-01428A-09-0104 et ai. 

E-04204A-09-0206 

WS-02676A-08-09-0257 

W-01303A-09-0343 

W-02465A-09-0411 et al. 

W-02113A-10-0309 

T-0419OA-10-0194 et al. 

T-04190A-10-0194 et al. 

G-01551 A-I 0-0458 

W-01303A-10-0448 

W-0 1 303A-11-0 1 01 

W-O1812A-10-0521 

G-04204A-11-0158 

E-01345A-11-0224 

W-01303A-09-0343 

W-01445A-10-0517 

W-O1445A-11-0310 

Type of Proceeding 

Rate Increase 

Rate Increase 

Interim Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Reorganization 

Merger 

Merger 

Rate Increase 

Rate Increase 

Reorganization 

Rate Increase 

Rate Increase 

Rate Increase 

Deconsolidation 

Rate Increase 

Rate Increase 

5 
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January 20,2012 WATER UTILITY INDUSTRY 1774 
The Water Utility Industry has held up rela- 

tively well since our last visit in October. Although 
a slew of recently released economic data suggests 
that the housing and job market are on the road to 
recovery, many still-wary pundits appear to be 
reserving judgment until there are clearer signs of 
stability. Some are even saying that the uptick in 
jobs and new home sales is being artificially sup- 
ported, and that another downturn could be on 
the horizon. Either way, investors’ cautious ap- 
proach is evident, with many continuing to seek 
shelter from potential market volatility in the 
relatively safe Water Utility Industry. As a result, 
the group, as a whole, ranks in the upper rungs of 
The Value Line Investment Survey for Timeliness. 

That being said, not all that operate in this space 
have exactly been supporting their own causes. 
Many ran into trouble in the most recent quarter, 
raising concern that the group may have difficulty 
growing earnings in the months ahead. Burgeon- 
ing maintenance and capital expenditure costs 
remain a problem, despite more favorable regula- 
tory backing. 

Still, the group’s income component has histori- 
cally been its attraction. Steady dividend growth 
ought to continue to pique investor interest, but 
for how long, given a plethora of alternatives and 
financial constraints that may well limit capital 
deployment in the future. 

Industry Backdrop 

Water providers are responsible for the safe and 
timely delivery of water to millions of people daily. That 
being said, these companies are almost as important as 
the liquid they provide itself. Population growth ought to 
support healthy demand for the foreseeable future. 

And, although purification and distribution standards 
are stringent, utilities have been riding the wave of 
improved regulatory climate. Indeed, state regulatory 
boards, which are also responsible for, among other 
things, keeping the balance of power between providers 
and customers, have been fa r  more business friendly in 
recent memory. This is extremely important given that 
these boards are required to  review and rule on general 
rate case requests submitted by providers looking to 
recover costs incurred during distribution. As costs of 
doing business have swelled, so to has their importance 
to the livelihoods of many operating in this group. 

49.1% 47.9% 44.9% 54.7% 45.O.h 47.0% CornmonEquityRatio 
13134.6 )12795.2 )14011.9 l14720.8 I f5275 I 15975 I Total Capital ($mill) 
14542.8 15611.0 15910.8 17869.0 18350 19400 Net Plant ($mill) 

.4% 4.5% 4.4% 4.9% 5.0% 6.0% Return on Total Cap’l 
NMF 6.3% 6.5% 7.7% 8.0% 8.5% Return on Shr. Equity 
NMF 6.3% 6.5% 7.7% 8.0.h 8.5% Return on Corn Equity 
NMF 3.0% 2.1% 3.1% 3.0% 3.5% Retained to Corn Eq 
NMF 51% 68% 60% 5Ph 55% All Div’dstoNetProf 

17’3 Avg Ann’l PIE Ratio NMF 20.7 19.3 
NMF 1.25 1.29 1.10 “a& L I ~  Relative PIE Ratio 

Bddd ures are 

51.O.h 
17550 
22250 
8.0% 
9.0% 
9.0% 

21.0 
1.40 

INDUSTRY TIMELINESS: 16 (of 98) 

Rising Costs of Doing Business 

As time goes by many already aging water infrastruc- 
tures grow older and need repair, or perhaps complete 
overhauls. These costs have soared into the hundreds of 
millions of dollars and are not likely to subside anytime 
soon, without repercussions. A more business-friendly 
regulatory environment is offsetting some of the burden, 
but expenses related to doing business are eating away 
at profit margins. 

Meanwhile, most that operate in this segment are not 
exactly flush with cash. Balance sheets are highly lever- 
aged, so the cash coffers are usually strapped. Although 
external financing has become routine, the financial 
constraints are precluding most from being more active 
on the acquisition front. 

Conclusion 

Favorable housing and job reports have given the 
broader market some legs in recent weeks, which would 
appear to spell bad news for this group. However, the 
economy has been turbulent, and if the naysayers are 
right, now may be a good time for investors seeking 
capital preservation and a steady stream of income to 
dip into the Water Utility Industry. 

Although not known for its growth potential, this 
sector offers a number of promising income producers, 
none of which are more prominent than Middlesex Water 
Company. It sports a nearly 4% yield and a 2 (Above 
Average) Safety rank. American States Water, however, 
is another interesting choice. Top ranked for Timeliness, 
it too has a healthy dividend yield and exceedingly 
better 3- to 5-year price appreciation appeal. 

That said, prospective investors should keep in mind 
the industry’s capital restraints and potentially lower 
yields looking further out. As such, there are better 
streams of income to be had, especially in the Electric 
Utility Industry. 

Andre J. Costanza 

Water Utility 
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1 Trailing 136 RELATIVE 
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Ann'l Total 

. .  
nsider Decisions 

o o o o o o 2 2 ~ 1 4 y  :!L o o o o o c  
,sen O O O O O r  
nstitutional Decisions 

1.75 I 1.75 I 1.85 I 2.04 I 2.26 I 2.20 
1.03 1.13 1.04 1.08 1.19 1.28 
.81 .82 .A3 .84 .85 .86 

2.19 2.40 2.58 3.11 4.30 3.03 

ZAPITAL STRUCTURE as of 9130111 
rota1 Debt $345.3 mill. Due in 5 Yrs $281 .O mill. 
LT Debt $340.4 mill. 
:LT interest earned: 5.5~: total interest 
merage: 5 2 )  (46% of Cap'l) 

Leases, Uncapitalized Annual rentals $3.3 mill. 

Pension Assets-12/10 $90.2 mill. 

Pfd Stock None. 

Common Stock 18,735,254 shs. 

LT Interest $24.0 mill. 

Oblig. $1 18.8 mill. 

as of 11/14/11 
MARKET CAP $650 million (Small Cap) 
CURRENT POSITION 2009 2010 9/30/11 

1.7 4.2 5.2 CasL Assets 
94.3 200.8 155.0 Other 

Current Assets 96.0 205.0 160.2 
Accts Payable 33.9 36.2 43.7 
Debt Due 18.1 61.4 4.9 

47.7 01.2 67.8 Other 
Current Liab. 99.7 170.8 116.4 
Fix. Chg. Cov. 352% 441% 400% 
ANNUAL RATES Past Past Est'd '08-'1[ 
ofchange(pwsh) I O Y n  5 Y n  to'14-'16 

"Cash Flow" 5.5% 9.5% 6.0% 

Book Value 5.0% 5.0% .5% 

endar Mar.31 Jun. 30 Sep. 30 Dee. 31 Year 
2008 68.9 80.3 85.3 84.2 
2009 79.6 93.6 101.5 86.3 

$MILL) 

--- 

--- 

Revenues 5.0% 7.5% 3.5% 

Earnings 4.5% 11.5% 6.5% 
Dividends 2.0% 2.5% 4.5% 

~~~~ 

2010 
2011 
2012 
Cal- 

endar 
2008 
2009 
2010 
2011 
2012 

- 

- 

- 
CaI. 

88.4 95.5 111.3 103.7 398. 
94.3 109.8 119.9 101 425 
100 715 125 710 450 

EARNINGS PER SHARE A Full 
Mac31 Jun. 30 Sep. 30 Dec. 31 Year 

.30 .53 .26 .43 1.5: 

.28 .64 .52 .I8 1.6; 

.45 .47 .62 .71 2.2; 

.37 .68 .83 .37 2.2! 

.42 .67 .80 .41 2.31 
QUARTERLY DMDENDS PAID 8. ~ u l i  

2011 I ,260 ,280 ,280 .280 I 1.1( 

I I 1 I I 

2.53 2.54 2 08 2.23 2.64 2.89 3.31 
1.35 I 1.34 I :78 I 1.05 I 1.32 I 1.33 I 1.62 

.89 1 .: 1 37 1 .88 I .90 1 .91 1 .96 
3.18 2.68 3.76 5.03 4.24 3.91 2.89 

13.22 14.05 13.97 15.01 15.72 16.64 17.53 
15.12 15.18 15.21 16.75 16.80 17.05 17.23 
16.7 18.3 31.9 23.2 21.9 27.7 24.0 

1.00 1.82 1.23 1.17 1.50 1.27 
3.9% I 3.6% I 3.5% 1 3.6% I 3.1% I 2.5% I 2.5% 

197.5 1 209.2 1 212.7 I 228.0 I 236.2 1 268.6 I 301.4 
20.4 I 20.3 I 11.9 I 16.5 I 22.5 I 23.1 I 28.0 

43.0% I 38.9% I 43.5% I 37.4% I 47.0% I 40.5% I 42.6% _ _  ._ - -  - -  - -  12.2% 8.5% 
54.9% 52.0% 52.0% 41.7% 50.4% 48.6% 46.9% 
44.7% 48.0% 48.0% 52.3% 49.6% 51.4% 53.1% 
447.6 444.4 442.3 480.4 532.5 551.6 569.4 
539.8 563.3 602.3 664.2 713.2 750.6 776.4 
6.1% 6.5% 4.6% 5.2% 5.4% 6.0% 6.7% 

10.1% 9.5% 5.6% 6.6% 8.5% 8.1% 9.3% 
3.6% 3.3% NMF 1.0% 2.8% 2.7% 3.9% 
65% 65% 113% 84% 67% 67% 58% 

10.1% 9.5% 5.6% 6.6% 8.5% 8.1% 9.3% 

BUSINESS: American States Water CO. operates as a 
comoanv. Through its DrindDal subsidiary, Gdden State 

%TOT. RETURN 12111 

17.95 19.39 20.26 21.85 2210 Bookvalue peish 20.00 
17.30 18.53 18.63 18.75 19.00 Common Shs Outst'g 19.50 
22.6 21.2 15.7 15.3 Ava Ann'l PIE Ratio 19.0 
1.36 I 1.41 I 1.01 I .96 1 IReiativePIERatio I 1.25 

2.9% I 2.9% I 3.0% I 3.2% I 1 Avg Ann'l Div'd Yield I 26% 
318.7 I 361.0 I 398.9 I 425 I 450 IRevenues(Smil1) I 535 
26.8 1 29.5 1 41.4 I 43.0 I 44.0 I Net Prom (bill) I 520 

I 40.0% 37.8% I 38.9% I 43.2% 1 42.5% I 42.0!! \Income Tax Rate 
6.9% I 3.2% I 5.8% I 5.0"! I 5.0% IAFUDCX to Net ProM I 5.0% 

I 47.0% 46.2% I 45.9% I 44.3% 1 455% I 45.0% ILona-TennDeMRatio 
53.8% I 54.1% I 55.7% I 54.5% I 55.0% lC&mon Equity Ratio 1 53.0% 
577.0 I 665.0 I 677.4 I 750 I 765 ITotal Capital ($mill) I 840 
825.3 1 866.4 I 855.0 I 900 I 950 I Net Plant ($mill) I 1050 
6.4% 1 5.9% I 7.6% I 7.5% I 7.0% IReturn on Total Cap'l I 8.0% 
8.6% I 8.2% 1 11.0% I 10.5% I 10.5% 1ReturnonShr.Equi I 11.5% 
8.6% I 8.2% I 11.0% I 10.5% I 10.5% IReturnonComEquity I 11.5% 
3.1% I 3.2% I 5.8% I 5.5% I 5.5% (Retained to Com Eq I 6.0% 
64% I 61% I 47% I 48% I 51% lAllDv'dstoNetP&f I 51% 

Dlding 
Nater 

en in the city of Big Bear Lake and in areas of San Bemardino 
County. Sdd Chaparral City Water of Arizona (W11). Has 703 em 

Company. it sup&s water to more than 250,000 customers in 75 ployeds. Officers 8 directors own 2.9% of common stock (4H1 
communities in 10 counties. Service areas indude the greater Proxy). Chairman: Lloyd Ross. President 8 CEO: Robert J. 
metropolitan areas of Los Angeles and Orange Counties. The c o n  Spnwls. Inc: CA. Addr. 630 East Foothill Boulevard. San Dimas, 
pany also provides electric utility services to nearly 23,250 custom- CA 91773. Tel: 909-394-3600. Internet: www.aswater.com. 

American States Water is ranked 1 
(Highest) for Timeliness. Earnings mo- 
mentum has been tremendous, with the 
water utility posting growth of nearly 35% 
in the third quarter, and 14% through the 
first nine months of the 2011 (fourth- 
quarter and full-year results were not 
released as of the date of our report). The 
stock becomes even more attractive for 
those remaining bearish on a macro- 
economic turnaround, as Wall Street tends 
to pour money into utilities during times 
of uncertainty. 
We suspect that bottom-line growth 
tapered off considerably in the fourth 
quarter, but remained healthy all 
things considered. Although it appears 
as though we look for earnings to plummet 
sharply, note that fourth-quarter 2010 
earnings included a gain of roughly $0.30 
for the recognition of retroactive revenues 
earlier in the year. Absent the gain, we es- 
timate that share earnings advanced near- 
ly 20% in the December period, thanks pri- 
marily to higher water rates, the result of 
a more favorable regulatory environment, 
from the comuanv's Golden State water 

The company apparently has come to 
a resolution regarding its cost of capi- 
tal request. The Division of Ratepayer 
Advocates has suggested that the Califor- 
nia Public Utilities Commission (CPUC) 
authorize the company a 9.99% return on 
equity, and a rate making capital struc- 
ture of 55% equity/45% debt. The CPUC is 
expected to sign off on the request. 
Nevertheless, rising operating costs 
are likely to make earnings growth 
harder to come by this year and 
thereafter. We do not think that cost con- 
trols will be able to offset the growing in- 
frastructure expenses and repairs that  will 
be necessary as watersystems grow older 
and in need of repair. 
The stocks long-term growth pros- 
pects are nothing to write home 
about. Even AWR's dividend yield, though 
healthy versus the Value Line median, 
loses some appeal when compared to its 
utility brethren. 
That said, diversification may well 
help. Management's expansion into non- 
regulated areas, namely military bases, 
could spark earnings growth. . . ,  

subsidiary. Andrej .  Costanza- - January 20, 2012 
I rounding. (C) In millions, adjusted for split. Company's Financial Strength B++ 
ividends historically paid in early March, Stock's Price Stability 90 
September, and December. * Div'd rein- , Price Growth Persistence 60 
nnt nlan available Earninas Predictabilltv 85 
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vidends historically paid in eady Feb., 
bg., and Nov. Div'd reinvestment plan 
ble. 

0 0 0 0 0 0 4 0 0  
nstitutional Decisions 

C) Ind. deferred charges. In '10: $2.2 mill., B+ 

(D) In millions, adjusted for splits. Price Growth Persistence 60 
(E) Exdudes non-rea. rev. Earnings Predictabilitv 90 

Company's Financial Strength 
$O.O5/sh: Stock's Price Stability 90 

1 ~ ~ 0 1 1  m1 3QZ0'1 Percent 18 - 
56 60 49 shares 12-  

1995 1996 1997 1998 1999 2000 
13.17 14.48 15.48 14.76 15.96 16.16 
2.07 2.50 2.92 2.60 2.75 2.52 
1.17 1.51 1.83 1.45 1.53 1.31 
1.02 1.04 1.06 1.07 1.09 1.10 
2.17 2.83 2.61 2.14 3.44 2.45 

k% 49 48 58 waded 6 - 
tWr(W0) 21158 21479 21742 

11.72 12.22 13.00 13.38 13.43 12.90 
12.54 12.62 12.62 12.62 12.94 15.15 
13.7 11.9 12.6 17.8 17.8 19.6 
.92 .75 .73 .93 1.01 1.27 

6.4% 5.8% 4.6% 4.2% 4.0% 4.3% 
CAPITAL STRUCTURE as of 9/30/11 
rota1 Debt $509.8 mill. Due in 5 Yrs $58.3 mill. 
LT Debt $477.6 mill. 
(LT interest earned: 6.2; total int. cov.: 5.6~) 

Pension Assets-12/10 $139.0 mill. 

Pfd Stock None 

Common Stock 41,817,032 shs. 

LT Interest $32.0 mill. 

(51% of Cap'l) 

Oblig. $269.9 mill. 

MARKET CAP: $750 million lSmall Cad 
CURRENT POSITION 

(WILL) 
Cash Assets 
Other 
Current Assets 
Accts Payable 
Debt Due 
Other 
Current Liab. 

2009 

9.9 
82.3 
92.2 
43.7 
25.0 
41.7 

110.4 

.. 
2010 

42.3 
83.9 

126.2 
39.5 
26.1 
41.7 

107.3 

913Wll 

46.7 
101 .I 

59.3 
32.2 
69.9 

161.4 

147.8 

Fix. Chg. Cov. 430% 390% 300% 
ANNUAL RATES Past Past Est'd '08.'10 
ofchanoeloershl IOYn. 5Yn. to'14-'16 
Revekes ' 3.0% 4.5% 4.5% 
"Cash Flow" 4.0% 6.5% 5.5% 
E a rn I n g s 3.0% 6.5% 5.5% 
Dividends 1.0% 1.0% 3.5% 
Book Value 4.5% 5.5% 3.5% 

2010 I 90.3 118.3 146.3 105.5 
2011 
2012 
Cal- 

endar 
2008 
2009 
201 0 
2011 
2012 
Cal- 

endar 
2008 
2009 
2010 
2011 
2012 

- 

- 

- 

- 

98.1 131.4 169.3 116.2 
103 137 172 123 

EARNINGS PER SHARE A 
Mar.31 Jun.30 Sep.30 Dec.31 

.01 .48 1.06 .35 

.06 .29 .47 .I6 

.05 2 5  .49 .12 

.05 .29 5 0  .17 

.05 3 0  -55 .20 
QUARTERLY DMDENDS PAID B 

Mar.31 Jun.30 Sep.30 Dec.31 
,147 .I47 ,147 ,147 
,148 .I48 .I48 ,148 
.I49 ,149 .I49 .I49 
,154 ,154 ,154 ,154 

- 
Full 
Year 

410.3 
449.4 
460.4 
515 
535 
Full 
Year 
1.90 
.98 
.91 

1.01 
1.10 
Full 
Year 

.59 
59 
.60 
.62 

- 

- 
- 

- 

- 

BUSINESS California Water Service Group provides regulated and breakdown, '10: residential, 72%; business, 20%; public authorities, 
nonregulated water service to roughly 470,200 customers in 83 4%; industrial, 4%. '10 reported depreciation rate: 2.3%. Has 
communities in California, Washington, New Mexico, and Hawaii. roughly 1,127 employees. Chairman: Rob& W. Foy. President 8 
Main service areas: San Francisco Bay area, Sacramento Valley, CEO: Peter C. Nelson (4/11 Proxy). Inc.: Delaware. Address: 1720 
Salinas Valley, San Joaquin Valley & parts of Los Angeles. AG N o h  First Street, San Jose, California 951124598. Telephone: 
quired Rio Grande Cop; West Hawaii Utilities (9108). Revenue 406-367-8200. Internet: www.calwatergroup.com. 

Rate increases continue to benefit 
California Water Services Group's top 
line. The water utility posted revenue 
growth of 15% in the third quarter, almost 
double the rate we were calling for, despite 
poor weather conditions. We believe that 
the stage was set for a double-digit reve- 
nue advance in the fourth quarter. 
There appears to be further clarity on 
the reimbursement front. The water 
utility announced that it and the Califor- 
nia Public Utilities Commission's Division 
of Ratepayer Advocates have settled a cost 
of capital request for 2012-2014. If signed 
off on, the company's authorized return on 
equity would be 9.99%. with the cost of 
debt being 6.24%. Although the ROE is 
slightly below what CWT was looking for, 
it is in line with what we were assuming. 
But expenses continue to mount up, 
prompting us to temper our bottom- 
line growth expectations. Although 
costs associated with regulated operations 
were kept in check, those of the company's 
non-regulated business more than doubled 
in the September period. Management has 
been actively growing this business, and 
ongoing expenses may limit earnings 

growth against relatively weak com- 
parisons in the fourth quarter. True, the 
benefits of this investment ought to keep 
improving profitability, but we look for 
maintenance costs in the regulated opera- 
tions to also increase. 
Additional financing is probably 
necessary. Capital expenditures remain 
on the rise and are not likely to subside 
anytime soon. California is cash poor, how- 
ever, and will need external financing, 
despite improved regulatory backing. 
Most investors will want to look else- 
where. The industry's capital intensive 
nature limits growth potential, leaving the 
stocks income component as its main at- 
traction. And, although the dividend yield 
is healthy compared to the average issue 
tracked in our Survey, i t  is not overly im- 
pressive when compared to the average 
utility offering, specifically electric utili- 
ties. Meanwhile, the company is far less 
geographically diversified as other water 
providers, which adds some degree of risk 
in our opinion. Investors looking to stash 
money in a steady income grower until the 
economy stabilizes have better options. 
Andre J. Costanza January 20, 2012 
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456 452 472 439 
101 94 102 102 

68 60 67 71 
54 55 57 58 

574 585 6.00 6.80 
830 841 854 9.82 
12.2 144 134 152 

82 90 77 79 
65% 64% 63% 54% 

1067312c268233132 

535 539 587 598 612 625 644 616 650 679 6.75 6.60 6.70 6.90 Revenuespersh 8.25 
I 1 9  99 118 I 2 0  115 128 133 133 149 153 140 1.55 1.60 1.70 "Cash FloVpersh 2.25 

76 51 66 73 61 73 71 82 87 89 72 96 .90 1.00 EarningspershA 1.20 
60 61 - 62 63 65 66 - 67 68 .69 70 .71 - .72 .73 - .74 Div'dDecl'dpershB. .a0 

125 -187- 218 -1662127 190 7 4.40 7- 
695 698 7 11 7.39 7.60 8.02 826 9.52 1005 1003 1033 11.13 10.75 10.80 BookValuepersh 11.10 

1000 1011 1017 1036 1048 1136 1158 1317 1325 1340 1352 1557 15.70 16.00 CommonShsOutst'gC 17.00 
176 28.7 24.6 23.5 30.0 264 27.4 227 21.6 198 21 0 17.8 20.8 Avg Ann'l PIE Ratio 17.0 
100 187 126 128 171 139 146 123 115 119 140 113 f.41 Relative PIE Ratio 1.f5 

44% 42% 38% 37% 35% 34% 35% 37% 37% 40% 47% 4.2% 4.0% Avg Ann'l Div'd Yield 4.3% 

services to customers in New Jersey, Dela- 
ware, and Pennsylvania) will likely report 
a more than 5% decline in share earnings 
for the year. That said, the company 
should bounce back in 2012, on favorable 
rate rulings and an improving economy, 
particularly in its favored state of New 
Jersev. where Middlesex Svstems serves 

:APITAL STRUCTURE as of 9/30/11 
otal Debt $137 2 mill. Due in 5Yrs $25 0 mill 

LT interest coverage 4 5x) 

lension Assets-12/10 $30 0 mill 

'fd Stock $3 4 mill Pfd Div'd $ 2  mill 

596 
7.0 

Debt $I3' mill LT interest $6.0 54 8% 

(43%ofCap91) 74% 
536% 
439% 

Oblig. $42 1 mill 1645 
199.1 

over 66,000 customers. 
The company instituted a dividend in- 
crease, with the payout going from $0.183 
to $0.185. The first distribution a t  the 

61 9 64.1 71 0 746 81 1 861 91 0 91 2 1027 105 110 Revenues(fmil1) 140 
7 8 6.6 8 4  8 5 10.0 11.8 12.2 100 14.3 14.0 16.0 Net Profd $mill 20.5 

33 3% 32 8% 31 1% 27 6% 33 4% 32 6% 33 2% 34 1% 32 1% 32.0"k 32.0% Income Td, Rat! 32.0% 
72% 75% 73% 75% 75% 75% 77% 77% 75% 7.5% 7.5% AFUDC'htoNetProfit 7.0% 

521% 538% 538% 553% 495% 490% 456% 466% 431% 43.0% 43.0% Long-TermDeMRatio 39.0% 
455% 440% 425% 41 3% 475% 496% 51 8% 52.1% 558% 57.0% 57.0% CommonEquity Ratio 61.0% 
1680 181 1 214.5 231 7 2640 2688 2594 2679 310.5 300 300 TotalCapital($mill) 310 
211 4 230.9 262.9 2880 317 1 333.9 366.3 376.5 405.9 440 475 NetPlant($mill) 595 

:ommon Stock 15,634,889 shs. 
IS of 10/31/11 

lARKET CAP: $300 million (Small Cap) 
:URRENTPOSlTlON 2009 2010 9/30/11 

4.3 2.5 4.1 
(SHILL) 

:ash Assets 
Ither 17.7 20.3 23.6 
:urrent Assets 22.0 22.8 27.7 
hcts Payable 4.3 6.4 5.8 
Iebt Due 5::$ A:: 3$: 

60,7 40.7 48,3 
Ither 
:urrent Liab. 
'ix. Chg. Cov. 325% 400% 425% 
WNUALRATES Past Past Est'd'08-'10 

--- 

2009 
201 0 
2011 

Cal- 

2008 
2009 
2010 
2011 
2012 

2012 
,ndar 

5.6% 6.0% 5.0% 5.1% 5.0% 5.1% 5.6% 5.8% 5.0% 5.7% 5.5% 6.5% Return onTotaiCap'l 7.5% 
9.1% 9.6% 7.9% 8.5% 8.2% 7.5% 8.6% 8.6% 7.0% 8.1% 8.5% 9.0% Return on Shr. Equity 11.W 
9.3% 9.8% 8.0% 9.0% 8.6% 7.8% 8.7% 8.9% 7.0% 8.2% 8.5% 9.OXRehrmonComEquity 11.0% 
5% 1.3% NMF .9% .6% 1.3% 1.8% 2.0% .l% 2.1% 1.5% 2.5% Retained toComEq 3.595 

94% 87% 106% 90% 94% 84% 79% 78% 98% 75% 81% 74% AIIDiv'dstoNetProf 6% 
BUSINESS: Middlesex Water Company engages in the ownership 2010, the Middlesex System accounted for 64% of total revenues. 
and operation of regulated water utility systems in New Jersey, Del- At 12/31/10, the company had 292 employees. Incorporated: NJ. 
aware, and Pennsylvania. It also operates water and wastewater President, CEO, and Chairman: Dennis W. Doll. Officerddirectors 
systems under contract on behaif of municipal and private clients in own 3.39% of the common stock; BlackRock, 7.0%; The Vanguard 
NJ and DE. Its Middlesex System provides water services to 60,000 Group, 5.0% (4111 proxy). Address: 1500 Ronson Road, Iselin, NJ 
retail customers, primarily in Middlesex County, New Jersey. in 08830. Tel.: 732-634-1500. Internet: www.middlesexwater.com. 

Middlesex Water Company floundered 
in 2011. The water utilitv (which offers 

Cal- EARNkXPERSHAREA 
ndar Mar.31 Jun. 30 SeP. 30 Dee. 31 
2008 .15 .26 .35 .I3 

ward pattern), it is quite likely that the 
expenses will hinder the bottom line, slow- 
ing down earnings growth in the near 
term. 
The company's long-term prospects 
seem mixed at this time. Middlesex has 
several rate cases going forward this year. 
It filed a $6.9 million rate request in Dela- 
ware in mid-September (mostly to  recoup 
expenses from maintenance outlays), and 
plans to file a (much larger) case in New 
Jersey. Favorable outcomes in these cases 
would work to considerably boost the top 
and bottom lines for the 3- to 5-year pull. 
Furthermore. the company has several 
projects in mind to increase its growth 
prospects, as well as its customer base for 
the long-term. However, we remain wary 
of Middlesex's lackluster expense control. 
To invest heavily in future projects will re- 
sult in a rise in expenses, which in turn 
will work to stress the bottom line. 
Income-oriented investors might want 
to look here. The good quality equity has 
an  above industry average dividend yield, 
and with a strong cash flow position, fu- 
ture payouts are quite secure for now. 
Sahana Zutshi Januarv 20. 2012 

Full higher level was made on December 1st. 
Year Modest growth in earnings looks to be 

.89 the norm in the near term. Lower water 
.10 .21 .29 .12 
.I1 .31 3 7  .17 
.17 2 3  .32 .Ia 
u f 8  *25 .37 .20 

QUARTERLY DMDMDS PAID '. 
Mar.31 Jun.30 Sep.30 Dec.31 
.I75 .I75 ,175 .I78 
,178 .I78 .I78 ,180 
.I80 ,180 .I80 .I83 
,183 ,183 .I83 

.72 consumption (a result of cooler tempera- 
% tures and a wet winter thus far), is likely 

to put stress on revenues from the seg- 
ment. Furthermore, Operations and Man- 

FUII agement expenses rose 4.5% for the 
Year quarter, a result of production related ex- 

.70 penses, as well as employee healthcare 

.71 and post-retirement costs. As these trends 

.72 are unlikely to fall in the next few years 
7 3  (indeed, the post-retirement and 

healthcare expenses should show an UP- 

\) Diluted earnings. Next earnings report due 
arly February. 

IBI Dividends historically paid in mid-Feb., 

May, Aug., and November.. Dw'd reinvestment D) Intangible assets in 2010: $7.0 million, Company's Financial Strength B+ 

Price Growth Persistence 25 
(C) In millions, adjusted for splits. Earnings Predictability 85 

plan available. $0.45 a share. Stock's Price Stability 95 



.98 
59  
.35 
.96 

5.58 
19.50 

9.9 
.66 

6.P, 

1.43 1.27 1.26 1.43 1.23 1.49 1.55 1.75 1.89 2.21 2.38 2.30 244 2.21 2.37 2.60 2.55 "CashFlow" persh 3.00 
,% .80 .76 .87 58 .TI .78 .91 .87 1.12 1.19 1.04 1.08 .81 .84 .88 1.00 Earningspersh A 1.30 
.37 .38 .39 .40 .41 .43 .46 .49 .51 5 3  .57 .61 .65 .66 .68 .69 .74 Dv'd Decl'd per sh 6. .86 

1.06 1.27 1.81 1.77 1.89 2.63 2.06 3.41 2.31 2.83 3.87 6.62 3.79 3.17 5.65 3.50 3.10 Cap'lSpendingpersh 3.35 
6.31 7.02 7.53 7.88 7.90 8.17 8.40 9.11 10.11 10.72 12.48 12.90 13.99 13.66 13.75 14.00 15.50 BookValuepersh 17.10 

!9.02 19.02 19.01 18.27 18.27 18.27 18.27 18.27 18.27 18.27 18.28 18.36 18.18 18.50 18.55 18.60 21.00 CommonShsOutst'g C 2250 
6.8 11.2 13.1 15.5 33.1 18.5 17.3 15.4 19.6 19.7 23.5 33.4 26.2 28.7 29.5 26.7 Avg Ann'l PIE Ratio 25.0 
.43 .65 .68 .88 2.15 .95 .94 38 1.04 1.05 1.27 1.77 1.58 1.91 1.89 1.67 Relative PIE Ratio 1.65 

5.7% 4.3% 3.9% 3.0% 2.1% 3.0% 3.4% 3.5% 3.0% 2.4% 2.0% 1.7% 2.3% 2.8% 2.8% 2.9% Avg Ann'l Div'd Yield 2.6% 
CAPITAL STRUCTURE as of 9/30/11 
Total Debt $351.2 mill. Due in 5 Y S  562.8 mill. 
LT Debt $344.5 mill. LT 'nterest$18.8 mill. 
(LT interest earned: 3.h: total interest 
coverage: 3.0~) (570/ofCap91) 

Leases, Uncapitalized Annual rentals $4.2 mill. 

Pension Assets-12/10 $10.8 mill. 

Pfd Stock None. 
Obllg. $58.8 mill. 

136.1 145.7 149.7 166.9 180.1 189.2 206.6 220.3 216.1 215.6 230 245 Revenues($mill) 300 
14.0 14.2 16.7 16.0 20.7 22.2 19.3 20.2 15.2 15.6 17.0 20.0 Net Profit $mill 29.0 

39.0% 
4.4% 4.2% 1.6% 2.1% 1.6% 2.1% 2.7% 2.3% 2.0% 3.6% 5.0% 50% AFUDCXtoNetProfn 5.0% 

42.4% 41.7% 45.6% 43.7% 42.6% 41.8% 47.7% 46.0% 49.4% 53.7% 57.0% 51.5% Long-TermDebtRatio 49.5% 
57.6% 58.3% 54.4% 56.3% 57.4% 58.2% 52.3% 54.0% 50.6% 46.3% 43.0% 485% Common Equity Ratio 50.5% 

367.8 390.8 428.5 456.8 484.8 541.7 645.5 684.2 718.5 785.5 815 845 NetPlant(Smil9 950 
6.7% 6.9% 6.9% 6.5% 7.6% 7.0% 5.7% 5.8% 4.4% 4.2% 4.5% 5 . N  Return onTotal Cap'l 6.0% 
9.4% 9.3% 10.0% 8.7% 10.6% 9.7% 8.2% 8.0% 6.0% 6.1% 6.5% 6.PX Return on Shr. Equity 7.5% 

34.5% 40.4% 36.2% 42.1% 41.6% 40.8% 39.4% 39.5% 40.4% 39.7% 39.5% 39.0% Income Td, Rat! 

259.4 263.5 306.0 328.3 341.2 391.8 453.2 470.9 499.6 550.7 605 670 Total Capital ($mill) 760 

2008 
2009 
2010 

$:; 

.16 .16 .I6 .16 .64 comply with stringent state and federal cards by mid-decade. As a result, the cur- 
,165 ,165 ,165 .I65 6 6  guidelines, but many of its pipelines and rent price-to-earnings multiple is not justi- 
.17 .I7 .I7 .17 38 water systems are old and in need of fiable in our mind a t  this time. 
.173 .173 .173 .69 repair. That being the case, we expect op- Andre J. Costanza January 20, 2012 

A) Diluted earnings. Exdudes nonrecuning add due to rounding. 
isses : '03, $1.97; '34. $3.78; '05, $1.09; '06, (B) Dividends historically paid in early March, 
i16.36; '08, $1.22; 'IO, 46$. Next earnings June, September, and December. Div'd rein- 

reoort due late Feb. Quarterlv eas. mav not vestment olan available. 

(C) In millions. Company's Financial Strength Bt 
Stock's Price Stability 75 
Price Growth Persistence 75 
Earninas Predictabilltv 85 



Trailing: 21.8 RELATIVE lEET 21.181E~t0 20.0(Yedian:25.0) PIERATIO 1 . 3 6 1 h T ?  
29.2 29.8 26.6 22.0 21.5 23.0 23.8 Target Price Range 
17.5 20.1 18.9 12.2 15.4 16.5 19.3 2014 I2015 12016 

AQUA AMERICA N Y S E - ~ R  

.57 

.35 
1.32 
5.34 

123.45 
24.5 
1.40 

2.5% 
367.2 
67.3 

39.3% 

51.4% 
48.6% 
1355.7 
1824.3 
6.4% 

10.2% 
10.2% 
4.2% 
59% 

_ _  

22 I 23 1 24 1 26 1 27 I 28 I .30 I .32 
.52 I .48 I .58 I .82 I .90 I 1.16 I 1.09 I 1.20 

.64 

.37 
1.54 
5.89 

127.18 
25.1 
1.33 

2.3% 

442.0 
80.0 

39.4% 

50.0% 
50.0% 
1497.3 
2069.8 
6.7% 

10.7% 
10.7% 
4.6% 
57% 

._ 

&y 59% I 59% 
l.6 BUSINESS: Aqua America, Inc. 

.80 I .98 1 1.03 I 1.17 I 1.21 I 1.18 1 1.21 I 1.29 

2.46 
63.74 
12.0 

2.69 2.84 3.21 3.42 3.85 4.15 4.36 
65.75 67.47 72.20 106.80 111.82 113.97 113.19 
15.6 17.8 22.5 21.2 18.2 23.6 23.6 

'LT inter& earned: 4.5~ total interest cweraae: I I 

6.30 
128.97 

31.8 

Pension Assets-12lIO $159.2 mill. 

Pfd Stock None 
Common Stock 138,568,064 shares 
as of 10/24/11 

6.96 7.32 7.82 8.12 8.51 8.95 9.40 Bookvalue p&sh 77.05 
132.33 133.40 135.37 136.49 137.97 738.90 739.90 Common Shs Outst'g C 742.90 

34.7 32.0 24.9 23.1 21.1 20.2 Ava Ann'l PIE Ratio 27.0 

__. ._ 
MARKET CAP 52.9 billion Mid  Cad I 12.3% I 12.7% 

6.2% I 4.9% I 3.9% 1 2.9% I 3.0% 1 3.3% 
CAPITAL STRUCTURE as of 9/30/11 
rotat Debt $1497.9 mill. Due in 5 Yrs $300 mill. 
LT Debt $1402.5 mill. LT Interest $65.0 mill. 

CURRENT POSITION 

Cash Assets 
($MILL) 

2.5% 2.5% 
307.3 3 2 0  
58.5 62.7 

Jn w 1o 

Receivables 
Inventory (AvgCst) 
Other 

_ _  

Current Assets 

_ _  _ _  1 - -  I 2.9% 1 3.1% I 3.0% I 3.0% IAFUDC 'h toNet Profit I 2.0% 

Accts Payable 
Debt Due 
Other 

11.2% 
11.2% 
4.9% 
56% 

Current Liab. 
Fix. Chg. Cov. 

10.0% 9.7% 9.3% 9.4% 10.6% 77.5% 7 t 5 %  RetumonShr.Equi 12.5% 
10.0% 9.7% 9.3% 9.4% 10.6% 11.5% 17.5% 725% 
3.7% 3.2% 2.8% 2.7% 3.7% 5.0% 4.5% Retained toCom Eq 5.5% 
63% 67% 70% 72% 65% 59% 60% AIIDk'dstoNetProf 56% 

---- --__- 2009 

21.9 
78.7 
9.5 

11.5 
121.6 
57.9 
87.0 
56.1 

201 .o 
346% 

- 

- 

- 
:!:! 

295.3 
428.f 
379% 

., 
2010 

5.9 
85.9 
9.2 

44.4 
145.4 
45.3 
28.5 

149.9 
223.7 
290% 

- and wastewater utiliies that sewe approxjmagy three &lion resi- 
dents in Pennsylvania, Ohio, North Carolina, Illinois. Texas, New 
Jersey, Florida, Indiana, and five other states. Divested three of 
four non-water businesses in '91; telemarketing group in '93; and 
others. Acquired AquaSource, 7/03; Consumers Water, 4/99; and 

-Aaua America likely ended 2011 with 

91Jnll 12.4% 1 12.7% 
5.1% 5.2% 

A) Diluted egs. Exd. nonrec. gains (losses): 
!9. (11f); '00, 2$; '01,2$; '02, 5$; '03,4$. 
:xd. oain from disc. operahons: '96, 2t. Next 

(E) Dividends historically paid in early March, Company's Financial Strength B+ 
June, Sept. & Dec. Div'd. reinvestment plan Stock's Price Stability 100 
available (5% discount). Price Growth Persistence 70 

%TOT. RETURN 12111 
MIS vlm 
sTou( INOM 

40 I 44 I .48 I .51 I .55 I .59 I .63 I .66 IDiv'dDed'dpersh 6. I .78 
1.84 I 205 1 1.79 I 1.98 I 2.08 I 2.37 I 2.25 I 2.30 ICaD'l SDendinaDersh I 2.45 

1.69 I 1.87 1 1.70 I 1.50 I 1.54 I 1.36 1 1.36 I IRektivePERatio I 1.40 
1.8% I 1.8% 1 2.1% I 2.8% I 3.1%1 3.1%) 3.0% I I 27% 
496.8 I 533.5 1 602.5 1 627.0 I 670.5 1 726.1 I 750 I 800 IRevenues(Smill) I 960 

1 Avg Ann'l Div'd Yield 

91.2 1 92.0 1 95.0 1 97.9 1 104.4 1 124.0 I I45 I 155 INet Profit ($mill) J 200 
38.4% I 39.6% I 38.9% I 39.7% 1 39.4% I 39.2% I 40.0% 1 40.0% IlncomeTax Rate I 40.0% 

48.0% I 48.4% I 44.6% I 45.9% I 44.4% I 43.4% I 47.0% I 49.0% ICkmonEquity Ratio I 55.0./, 
1690.4 I 1904.4 I 2191.4 1 2306.6 I 2495.5 I 2706.2 1 2640 I 2685 ITotat Capital ($mill) 1 2875 
2280.0 1 2506.0 I 2792.8 I 2997.4 1 3227.3 I 3469.3 I 3625 I 3785 (Net Plant ($mill) I 4295 
6.9% I 6.4% I 5.9% 1 5.7% I 5.6% I 5.9% I 7.0% I 7.0% ]Return onTotal CaD'I I 8.0% 

i the holding company for water others. Water supply revenues '10: residential, 59.5%: commeraal. 

2012 I .20 .25 .37 .28 I 1.70 
Gal- I QUARTERLYDMDENDSPAIDB. I FUII 

2012 I I t  

an- approximately 15% rise in earnings 
from the Drevious year. Consumer demand 
was most'likely th; main factor in the top- 
and bottom-line growth. 
Management has decided to increase 
the quarterly dividend by 6.5%. The 
rise will impact payouts from the Decem- 
ber 1st dividend onward. The boost is the 
21st increase in 20 years, highlighting the 
strength of Aqua America's cash flows. 
Given the steady record, we believe that 
future payout hikes are likely. 
Rate cases are going well for Aqua 
America. Year to date, the company has 
been rewarded about $21 million in favor- 
able rulings (from Indiana, Ohio, North 
Carolina and Pennsylvania). There are 
cases ongoing in Florida, Texas, and 11- 
linois. and we anticipate more favorable 
outcomes. Finally, Aqua America has addi- 
tionally filed for over $50 million of rates 
and surcharges in Pennsylvania, Virginia, 
New Jersey, Texas, and Ohio, with returns 
anticipated in mid-to-late 2012. This, com- 
bined with the above mentioned ongoin 
rate cases (set to conclude in 2012 as we18 
should result in a healthy boost to the top 

14.5%; industrial 8 other, 26.0%. officers and directors own 2.0% 
of the mnmon stock (4/1 1 Proxy). Chairman 8 Chief Executive Of- 
ficer: Nicholas DeBenedictis. Incorporated: Pennsylvania. Address: 
762 West Lancaster Avenue, Blyn Maw, Pennsylvania 19010. Tel- 
ephone: 61 0-525-1400. Internet www.aquaamerica.com. 

and bottom lines for the ahead year. 
The company is looking at various ac- 
quisitions. Given the soft economy, man- 
agement has been on an acquisition spree 
to spur growth. Thus far. Aqua America 
has made ten minor acquisitions, and 
planned to enter 2012 with at least 15 un- 
der its belt. Though few details are known, 
it is also quite likely that the company will 
continue this trend through 201 2 to boost 
revenues and earnings. 
Diversification is the long-term goal. 
Management is especially interested in the 
rapid development of deep horizontal drill- 
ing (particularly in regards to the Mar- 
cellus Shale) and the prospects it 
represents (water is a key component of 
the process). Finally, the company is work- 
ing on pipeline projects, to replace the 
trucks used for every well that  is pumped. 
It  has already started building rela- 
tionships with several major suppliers. 
These upcoming ventures augur well for 
the company over the 2014-2016 pull. 
Income investors should favor this 
equity, with its above-industry aver- 
age dividend yield. 
Sahana Zutshi January 20, 2012 

http://www.aquaamerica.com
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March 9,2012 NATURAL GAS UTILITY 540 

3.8% 
50.6% 
49.4% 
32729 

Stocks in Value Line’s Natural Gas Utility Indus- 
try did not, for the most part, participate in the 
recent stock market rally (fueled partially by up- 
beat consumer confidence data). But that’s not 
surprising, since these equities are typically 
viewed as income vehicles. That quality can pro- 
vide some much-needed stability during periods 
of market turbulence, as was the case during the 
last year. 

4.8% 5.2% 6.f% 5.6% 5.2% Net Profit Margin 5.2% 
49.9% 46.7% 52.0% 51.0% 51.0% Long-Term Debt Ratio 52.0.h 
50.1% 53.3% 46.0% 49.0% 49.W Common EquityRatio 48.0% 
33974 33144 33250 355130 37300 Total Capital ($mill) 48000 

The Economic Situation 
During the final quarter of 2011, U.S. GDP growth 

was a not-too-spectacular 3%, aided by a rebuilding of 
inventories, increased commercial construction, plus de- 
creased imports. Nevertheless, the economy is not out of 
the woods yet, given ongoing softness in the housing 
sector and the high unemployment rate (hovering 
around 8% at present). A rise in the price of gasoline does 
not help matters, either. At this juncture, we believe that 
GDP growth will stay moderate throughout the remain- 
der of 2012. In this environment, customers have been 
focusing on energy conservation, which, of course, bodes 
ill for the revenues of the companies included in the 
Natural Gas Utility Industry. 

A Key Merger 
AGL Resources, serving more than 2.3 million custom- 

ers across several states, including Georgia, Virginia, 
Tennessee, and Florida, recently completed its acquisi- 
tion of Nicor Inc., with more than 2.2 million customers 
in Illinois. Under the terms of the transaction, valued at 
more than $2 billion, AGLpaid $21.20 in cash or 3382 of 
a share of AGL stock for each Nicor share. This move 
created the largest natural gas distributor in the United 
States. Another plus is that the two companies’ nonregu- 
lated units are somewhat complementary. Finally, de- 
cent cost savings are likely down the road. 

Nonregulated Activities 
A number of the companies here are investing in the 

nonregulated arena (which includes pipelines and en- 
ergy marketing & trading) and it appears that trend will 
continue for years to  come. Indeed, these businesses 
provide opportunities for utilities to broaden their in- 
come streams. The fact that nonregulated segments can 
provide upside to share net is noteworthy, given that the 
return on equity is set by the regulatory state commis- 

35342 1 37292 I 39294 1 40250 I 42250 I 44600 I Net Plant (hill) 

Composite Statistics: Natural Gas Utility 

55000 

2008 I 2009 1 2010 I 2011 I 2012 1 2013 I 115-17 
44207 I 34909 I 34089 I 36250 I 42500 I 48000 I Revenues (Srnilll I 630130 

10.5% I 10.0% I 10.0% 1 f4.0% I f3.5% I 13.5% I Return on Shr. Eq& I 14.5% 

15.0 

4.5% 

~ 

I INDUSTRY TIMELINESS: 61 (of 98) 

sions (usually in the 10%-12% range) on the regulated 
divisions. It should also be mentioned that results for 
companies with bigger nonregulated units could be more 
volatile than companies with a greater emphasis on the 
more stable utility segment. 

Weather 
Weather is a factor that affects the demand for natural 

gas, especially from small commercial businesses and 
consumers. Not surprisingly, earnings for utilities are 
susceptible to seasonal temperature patterns, with con- 
sumption normally at its peak during the winter heating 
months. Unseasonably warm or cold weather can cause 
substantial volatility in quarterly operating results. But 
some companies strive to counteract this exposure 
through temperature-adjusted rate mechanisms, which 
are available in many states. Therefore, investors inter- 
ested in utilities with more-stable profits from year to 
year are advised to look for companies that hedge this 
risk. 

Dividends 
The main appeal of utility equities is their generous 

levels of dividend income. At  the time of this writing, the 
average yield for the 11 companies in our group was 
about 3.6%, considerably higher than the Value Line 
median of 2.2%. Standouts include AGL Resources, Ni- 
Source Inc., Laclede Group, and Amos Enerm. When 
the financial markets are turbulent, healthy dividend 
yields tend to act as an anchor, so to speak, in this 
category. 

Conclusion 
The Natural Gas Utility group is presently ranked in 

the bottom half of all industries tracked by Value Line, in 
terms of Timeliness. Nevertheless, these shares are most 
suitable for income-oriented investors with a conserva- 
tive bent (given that a number of these issues are ranked 
favorably for Safety and earn high marks for Price 
Stability). All told, our readers are advised to consider 
the individual reports before making a commitment. 

Frederick L. Harris. III 

Natural Gas Utility 
RELATIVE STRENGTH (Ratio of Industry to Value Line Comp.) 
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202011 302011 

Gal. QUARTERLY REVENUES ($mill.] A 
endar Mar.31 Jun.30 Sep.30 Dec.31 
2009 995.0 377.0 307.0 638.0 
2010 1003 359.0 346.0 665.0 
2011 878.0 375.0 295.0 790.0 
2012 1200 390 400 710 
2013 1250 410 420 670 
Gal- EARNINGS PER SHAREB 

endar Mar.31 Jun.30 Sep.30 Dec.31 

2010 1.73 .17 .29 .81 
2011 1.59 .23 d.04 .34 

2009 1.55 .26 .i6 .91 

;:! I 1.08 1 1.08 
2.92 2.83 

FUII 
Year 

2317.0 
2373.0 
2338.0 
2700 
2750 

FUII 
Year 

3.0C 
2.12 

2.88 

:APITAL STRUCTURE as of 12/31111 
rota1 Debt $4899.0 mill. Due in 5 YE $987.0 mill. 
.T Debt $3561.0 mill. 
Total interest wverage: 6.5~) 

LT Interest $136.0 mill. 

moa 
2009 
2010 
2011 
2012 

Rases, Uncapitaliied Annual rentals $95.0 mill. 
'ension Assets-l2/Il $754.0 mill. 

Vd Stock None 
Oblig. $968.0 mill. 

.42 .a .a .42 

.43 .43 .43 .43 

.44 .44 .44 .44 

.45 .45 .45 55 

.36 .46 

:ommon Stock 117,099,662 shs 
as of 2/15/12 

3: '01, $0.13: '03, ($0.07): '08, $0.13. Next available. (D) Includes intangibles. In 201 1: 
ings reporl due late April. $1918 million, S16.40khare. 

(E) In millions. 
', Sept., and Dec. = D i d  reinvest. plan 
hidends histwically paid early March, 

"I ~ . 

MARKET CAP: $4.6 billion (Mid Cap) 
ZURRENT POSITION 2009 2010 12/31111 

Company's Financial Strength A 
Stock's Price Stability 100 

Eamlngs Predictability 95 
Price Growth Persistence 70 

26.0 24.0 69.0 
($MILL) 

:ash Assets 
1974.0 2138.0 2677.0 3ther 

%rent Assets 2000.0 2162.0 2746.0 
--- 

brccts Payable 
Debt Due 
Dther 
Current Liab. 
Fix. Chg. Cov. 
ANNUAL RATES 
31 change (per sh) 
Revenues 
Cash Flow" 

Earnings 
Dividends 
Book Value 

237.0 184.0 294.0 
602.0 1032.0 1338.0 
933.0 1212.0 1452.0 

1772.0 2428.0 3084.0 
515% 501% 325% 

--- 

Past Past EsCd'OB-'lO 
10 YK. 

6.0% 
6.5% 
9.0% 
5.0% 
7.0% 

5Yrs. 
5.5% 
6.0% 
4.5% 
7.5% 
5.5% 

to 'IS17 
-2.5% 
2.5% 
5.5% 
2.0% 
6.0% 

3.2t 
3.45 
Full 
Year 
1 .@ 
1.72 
1.7E 
1.x 

- 

- 

I I 
AI  Fiscal war ends December 31st. Ended I $0 
B) Diluted earnings per share. Exd. nonrecur- (C 
;iptembe; 30th prior to 2002. 

rina pains flosses): '95. ($0.83): '99, $0.39: '00, JUI I ea 

AGL Resources completed its merger 
with Nicor Inc., on December 9, 2011, 
making it the largest natural gas-only dis- 
tribution company in the country. In ac- 
cordance with the agreement, each share 
of Nicor stock was converted into a ,8383 
share of AGL Resources common stock (or 
$21.20 in cash). The merged entity, which 
changed its ticker symbol to GAS (Nicor's 

bol), now has a market value 
E % 2 t s r 6  billion, and serves about 4.5 
million utility customers in seven states. 
AGL Resources also modified its segments 
post-merger, and now has five main 
businesses: Distribution Operations, 
Retail Operations, Wholesale Operations, 
Midstream Operations, and Other. The 
deal also combines the non regulated 
businesses of the two companies, and man- 
agement has created a retail segment set 
to serve over one million. 
Management announced a dividend 
increase. The board of directors approved 
a $0.01-per-share hike, resulting in an an- 
nual dividend rate of $1.84. Investors 
should note that in accordance with the 
pro forma dividends announced during the 
merger, shareholders received a pro rata 

BUSINESS: AGL Resources Inc. is a public u t i l i  holding compa- 
ny. Its distribution subsidiaries include Atlanta Gas Light Chat- 
tanooga Gas. Eiizabethtown Gas, and Virginia Natural Gas. The 
utilities have more than 2.3 million customers in Georgia, Virginia, 
Tennessee, New Jersey, Florida, and Maryland. Engaged in non- 
regulated natural gas marketing and other allied services. Deregu- 

lated subsidiaries: Georgia Natural Gas markets natural gas at 
retail. Sold Utilipro, 3/01. Acquired Compass Energy Services, 
10107. BlackRock Inc. owns 7.9% of common sto& off./dir.. less 
than 1.0% (3/11 Proxy). Pres. & CEO: John W. Somerhalder II. 
Inc.: GA Addr.: Ten Peachtree Place N.E.. Atlanta, GA 30309. Tel. 
ephone: 404-584-4000. Internet: www.aglresourws.com. 

dividend of $0.36, from December 9, to 
February 17. Previously, shareholders 
received a pro rata dividend of $0.0989 for 
the stub period. The dividend hike is keep- 
ing with the long-term underlying trend, 
and we do see this continuing. 
The long term looks steady at this 
point. AGL Resources had several favor- 
able rate rulings in the previous years, 
and expects a considerable boost to reve- 
nue going forward. In addition, the merger 
with Nicor has made it the largest natural 
gas distributor in the country, establishing 
a dominant presence in the Midwest. Our 
2012 earnings estimate reflects a normal- 
ized rate of profitability, with modest 
growth set for 2013. The slow growth pat- 
tern should continue out to mid-decade, 
assuming demand for utility services rises 
in line with the rate of population increase 
in the company's service territories. Post 
merger corporate finances are in respect- 
able shape. 
This neutrally ranked equity will ap- 
peal most to income investors with its 
above industry-average dividend yield, and 
high likelihood of future hikes. 
Sahana Zutshi March 9, 201; 
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Atmos Energy's history dates back to 
1906 in the.Texas Panhandle. Over the 22.82 

3.39 
1.45 
1.18 
3.17 

13.75 
41.68 

15.2 
.83 

5.4% 

years, through various mergers, it became 
part of Pioneer Corporation, and, in 1981, 
Pioneer named its gas distribution division 
Energas. In 1983, Pioneer organized 
Energas as a separate subsidiary and dis- 
tributed the outstanding shares of Energas 
to Pioneer shareholders. Energas changed 
its name to Atmos in 1988. Atmos acquired 
Trans Louisiana Gas in 1986, Western Ken- 
tucky Gas Utility in 1987, Greeley Gas in 
1993, United Cities Gas in 1997, and others. 
CAPITAL STRUCTURE as of 12/31/11 
Total Debt $2596.3 mill. Due in 5 Y n  $960.0 mill. 
LT Debt $2206.2 mill. LT Interest $120.0 mill. 
(LT interest earned: 3 .1~;  total interest 
coverage: 3 .1~)  
Leases, Uncapitalized Annual rentals $17.7 mill. 
Pfd Stock None 
Pension Assets-9/11 $280.2 mill. 

Common Stock 90,364,061 shs. 
as of 11/14/11 
MARKET CAP: 52.8 billion (Mid Cap) 
CURRENT POSITION 2010 2011 12/31/11 

132.0 131.4 85.2 Cash Assets 
Other 743.2 879.6 1176.0 
Currentbets 875.2 3373 1261.2 
AcctsPayaMe 266.2 291.2 432.3 
Debt Due 486.2 208.8 390.1 

413.7 367.6 357.4 Other 
Current Liab. 1166.1 867.6 1179.8 
FixChg.Cov. 440% 432% 435% 
ANNUAL RATES Past Past Est'd '09-'11 
ofchatmehrshl 1OYn. 5Yn. to'15-'17 

Dblig. $429.4 mill. 

IWIW 

--- 

54.39 46.50 61.75 75.27 66.03 79.52 53.69 
3.23 2.91 3.90 4.26 4.14 4.19 4.29 
1.71 1.58 1.72 2.00 1.94 2.00 1.97 
1.20 1.22 1.24 1.26 1.28 1.30 1.32 
3.10 3.03 4.14 5.20 4.39 5.20 5.51 

16.66 18.05 19.90 20.16 22.01 22.60 23.52 
51.48 6280 80.54 81.74 89.33 90.81 92.55 

13.4 15.9 16.1 13.5 15.9 13.6 12.5 
.76 .84 .86 .73 .84 .82 .@3 

5.2% 4.9% 4.5% 4.7% 4.2% 4.8% 5.3% 

Revek& ' 6.5% -3.5% 3.5% 
"Cash Flow" 4.5% 4.5% 3.5% 

24.98 
90.30 

14.4 

4.2% 
.90 

Earnings 7.0% 4.0% 4.0% 
Dividends 1.5% 1.5% 1.5% 
Book Value 6.5% 4.5% 6.0% 

27.55 29.95 BookValue peish 34.65 
90.50 9f.00 Common Shs Outst'g f03.M 

Bold @IIM ER Avg h n ' l  PIE Ratio 13.0 
Vahe Line Relative PIE Ratio .a! 

Ava Ann'l Div'd Yield 4.2% 

2011 
2012 
201 3 
Fiscal 
Year 
Ends 
2009 
201 0 
2011 
2012 

- 

4347.6 
199.3 

36.4% 

1.00 1.17 
.81 1.40 

4375 4560 Revenues ($mill) A 65oL 
210 220 Net Profit ($mill) 281 

38.5% 38.5% Income Tax Rate 38.5% 

2013 I .87 1.43 .07 .03 I 2.40 
Gal- I PUARTEIUYDMDENDSPAIDC~ I ~ ~ 1 1  

46.1% 
1243.7 
1300.3 

2011 

49.8% 56.8% 42.3% 43.0% 48.0% 49.2% 50.1% 
1721.4 1994.8 3785.5 3828.5 4092.1 4172.3 4346.2 
1516.0 1722.5 3374.4 3629.2 3836.8 4136.9 4439.1 

2012 1 ,345 I 
p t  due early May. (C) Didends histori- 
laid in early March, June, Sept., and Dec. 
reinvestment plan. Direct stock purchase 
vail. 

(D) In millions. Company's Financial Strength B++ 
[E) Qtrs may not add due to change in shrs Stock's Price Stability 100 
outstanding. Price Growth Persistence 45 

Earnings Predictabili 90 

950.8 I 2799.9 1 2920.0 I 4973.3 I 6152.4 I 5898.4 1 7221.3 14969.1 
59.7 I 79.5 I 86.2 I 135.8 I 162.3 I 170.5 I 180.3 I 179.7 

37.1% 1 37.1% I 37.4% 1 37.7% I 37.6% I 35.8% 1 38.4% 1 34.4% 
6.3% I 2.8% I 3.0% I 2.7% 1 2.6% I 2.9% I 2.5% I 3.6% 

53.9% I 50.2% 1 43.2% I 57.7% I 57.0% I 52.0% I 50.8% 149.9% 

6.8% 1 6.2% I 5.8% I 5.3% I 6.1% I 5.9% I 5.9% I 5.9% 
10.4% 1 9.3% I 7.6% I 8.5% 1 9.8% I 8.7% I 8.8% I 8.3% 
10.4% 1 9.3% 1 7.6% I 6.5% I 9.8% I 8.7% 1 8.8% 1 8.3% 
1.9% I 2.8% I 1.7% I 2.3% I 3.6% I 3.0% I 3.1% 1 2.7% 
82% 1 70% I 77% I 73% I 63% I 65% I 65% I 68% 

BUSINESS: Ahos  Energy Corporation is engaged primarily in the 
distribution and sale of natural gas to over three million customers 
via six regulated natural gas u t i l i  operations: Louisiana Division, 
West Texas Division, Mid-Tex Division, Mississippi Division, 
Colorado-Kansas Division, and KentuckylMid-States Division. Com- 
bined 2011 aas volumes: 281.5 MMcf. Breakdown: 57%. residen- 

Atmos Energy Corporation be an fis- 
cal 2012 (ends September SO&) on a 
sour note, compared to the first quarter 
of the previous year. The performance of 
the nonregulated segment was hurt by un- 
favorable pricing conditions in the natural 
gas market. To make matters worse, the 
natural gas distribution unit encountered 
a rise in operating expenses (including 
those pertaining to legal and depreciation 
& amortization). 
But we expect better things for the 
Texas-based company as the year 
progresses. That should be attributable 
partially to ratemaking activity for the 
natural gas distribution segment. More- 
over, the regulated transmission and 
storage unit should continue to shine, 
made possible by higher throughput. The 
nonregulated operation may lag a while 
longer, though. 
All told, share net might well advance 
by several pennies, to $2.30, for the 
new fiscal year. Assuming additional ex- 
pansion of operating margins, the bottom 
line stands to reach $2.40 a share in fiscal 
2013. 
Prospects over the 2015-2017 span do 

- 
32.0 
25.9 2015 2016 2017 I I  

- 
T7-X 

m 2010 
53.12 
4.64 
2.16 
1.34 
6.02 

24.16 
90.16 
1 3.2 
.M 

4.7% 

- 

- 
- 

4789.7 
201.2 

38.5% 
4.2% 

45.4% 
54.6% 
3987.9 
4793.1 
6.9% 
9.2% 
9.2% 
3.5% 
62% 

tial; 32 
- 

60 
50 
40 
30 
25 
20 

L I O  

%TOT. RETURN 1112 

STOut ma 
. 3.6 0.0 

THS VLA- 

48.15 48.35 50.10 Revenues persh A 

;:Ji 1 ;f. 1 5.15 1"Cash Flow" per sh I :i! 
1.36 1.38 f.40 Div'ds Ded'd per sh C= f.4L 
6.90 7.60 7.90 Cap'l Spending per sh 6.61 

240 Earnings per sh A B  

6.1% I 6.0% I 5.5% lReturnonlotalCap'l I 5.5% 
8.8% 1 8.5% I 8.0% lRetumonShr.Eouitv 1 8.0% 
6.8% 1 8.5% 1 8.0% /Return on Com Equk 1 8.k 
3.3% I 3.5% I 3.5% IRetainedtoCom Eq I 3.5% 
62% I 59% I 56% lAllDi'dstoNetProf I 54% 

I I I . .  

commercial; 7%, industrial; and 4% other. 201 I deprecia. 
tion rate 3.3%. Has around 4,750 employees. Officers and directon 
own 1.5% of common stock (12/11 Proxy). President and Chief Ex. 
ecutive Officer: Kim R. Cocklin. Inc.: Texas. Address: Three Lincoln 
Centre, Suite 1800,5430 LBJ Freeway, Dallas, Texas 75240. Teie 
phone: 972-934-9227. Internet: www.abnosanergy.com. 

not appear exciting. The utility segment 
ranks as one of the nation's largest natu- 
ral gas-only distributors. And we believe 
that the unregulated units have decent 
overall growth possibilities, present 
troubles aside. Too, the company will prob- 
ably resume its successful strategy of pur- 
chasing less efficient utilities and shoring 
up their profitability through expense- 
reduction initiatives, rate relief, and ag- 
gressive marketing efforts. But given our 
exclusion of future acquisitions, annual 
share-net increases could only be in the 
mid-single-digit range over the next three 
to five years. 
The main attraction here is the divi- 
dend yield, which is among the highest of 
all gas utility equities tracked by b l u e  
Line. Our long-term projections indicate 
that further (albeit, modest) increases in 
the well-covered distribution are likely. 
Other pluses for the stock include a 2 
(Above Average) Safety rank and an excel- 
lent rating for Price Stability. 
Meanwhile, Atmos Energy shares are 
a Below Average (4) selection for 
Timeliness. 
Frederick L. Harris, III March 9, 2012 

0 2012 Vabe l i e  Pubi 

d ir may be repwbced. r e d d .  slued a aanvnned in any @led. elecDmic a Oms lm. a used la generahg a markdng any pired a decumic plbccabon. mce a podua 

LLC. il i hls reserved.'Faclual material IS Wined horn sources believed lo be'rdnbk and is provided withan warrams of a kind 
THE PUBUWER IS NOT%!PONSIBLE?OR ANY ERRORS OR OMISSIONS HEREIN. Ths puWcation is Stndy fa wbscrber's own. lunannwdal. W e d  uSe.10 p i  
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3.29 
1.87 
1.26 
2.35 

13.72 
17.56 
11.9 
.75 

5.6% 

3.32 3.02 2.56 2.68 3.00 2.56 3.15 2.79 2.98 3.81 3.87 4.22 4.56 4.11 4.62 4.60 4.75 "CashFlow" persh 5.20 
1.84 1.58 1.47 1.37 1.61 1.18 1.82 1.82 1.90 2.37 2.31 2.64 2.92 2.43 2.86 2.70 2.80 Earningspersh A B  3.05 
1.30 1.32 1.34 1.34 1.34 1.34 1.34 1.35 1.37 1.40 1.45 1.49 1.53 1.57 1.61 1.65 7.69 DiidsDecl'dpersh C. 1.80 
2.44 2.68 258 2.77 2.51 2.80 2.67 2.45 2.84 2.97 2.72 2.57 2.36 2.56 3.02 3.20 3.35 Cap'lSpendingpersh 3.75 

14.26 14.57 14.96 14.99 15.26 15.07 15.65 16.96 17.31 18.85 19.79 22.12 23.32 24.02 25.56 27.30 27.80 BookValuepersh 0 31.15 
17.56 17.63 18.88 18.88 18.88 18.96 19.11 20.98 21.17 21.36 21.65 21.99 22.17 22.29 22.43 22.50 23.00 CommonShsOutst'g E 26.00 

.72 .81 .90 .97 .74 1.09 78 .83 .86 .73 .75 .86 .89 .87 .81 value une Relative PIE Ratio 1.05 
5.6% 5.4% 5.8% 6.6% 5.7% 5.7% 5.4% 4.7% 4.4% 4.3% 4.4% 3.9% 3.9% 4.7% 4.3% ertlns'es Avg Ann'l Div'd Meld 3.8% 

12.5 15.5 15.8 14.9 14.5 20.0 13.6 15.7 16.2 13.6 14.2 14.3 13.4 13.7 13.0 BoldfigNrerm Avg Ann'l PERatio 15.5 

Company's Financial Strength B++ I Price Growth Persistence 50 
Stock's Price Stability 100 

:APITAL STRUCTURE as of 12/31/11 
rota1 Debt $452.4 mill. Due In 5 Yrs $70.0 mill. 
-T Debt f339.4 
Total interest coverage: 4.7~) 

Rases, Uncapitalized Annual rentals 8.9 mill. 
'ension Assets-9/11 $248.0 mill. 

Yd Stock None 
:ommon Stock 22,486,439 shs. 
IS of 1/26/12 

NARKET CAP: $925 million (Small Cap) 
:URRENTPOSITION 2010 2011 12/31/11 

86.9 43.3 44.6 :ash Assets 
3#er 327.3 325.8 370.9 
:went Assets 414.2 369.1 415.5 

4ccts Payable lg:i 49::; ,%:; 
83.7 89.3 115.9 

lebt Due 
M e r  
hrrent Liab. 333.9 231.9 323.2 
'ix.Chg.Cov. 391% 463% 430% 
9"UALRAEs Past Past ES~?l'~e;;'l 
$change(persh) IOYrs. 5 Y n .  
7evenues 8.0% .5% Nil 
QS~FIOW" 5.0% 7.0% 3.0% 

Earnings 6.5% 6.0% 2.0% 

3ividends 3ook Value i:;; 
Fiscsi PUARTERLYREMNUES($ma~ AtLLl 21% Mar.31 Jun*30 Sep*30 Year 
2009 674.3 659.1 309.9 251.9 1895.2 
2010 491.2 635.3 3245 284.0 1735.0 $::: E.: s3 :ik: \!!i3 
20,3 430 550 265 

it!al &% Dec.31 Mar*31 Jun.30 Sep.30 Year 
2o09 1.42 d22 2.92 
2010 l.03 .21 d.07 2.43 
2011 d.13 2.86 

i:!: :::: ;::; 2 2;; 
Gal- aUARTERLYDMDENDSPAID Full 

endar Mar.31 Jun*30 Year 
2008 ,375 ,375 ,375 ,375 1.50 
2009 .385 .385 .385 .385 
*01' .395 .395 .395 .395 i;:; 
2011 ,405 .405 ,405 .405 

LT Interest $20.0 mill. 

oblig.$384.2 mill. 

(SMLL) 

--- 

l)nm A ~ C  

755.2 1050.3 1250.3 1597.0 1997.6 2021.6 2209.0 1895.2 1735.0 1603.3 1550 1585 Revenues ($mill) A 1950 
22.4 34.6 36.1 40.1 50.5 49.8 57.6 64.3 54.0 63.8 61.0 64.5 Net Profit ($mill 80.0 

35.0%. 
3.0% 3.3% 2.9% 2.5% 2.5% 2.5% 2.6% 3.4% 3.1% 4.0% 3.9% 4.1% Net ProfitMargin 4.1% 

47.5% 50.4% 51.6% 48.1% 49.5% 45.3% 44.4% 42.9% 40.5% 38.9% 37.0% 37.VL Long-TermDebt Ratio 40.0% 
52.3% 49.4% 48.3% 51.8% 50.4% 54.6% 55.5% 57.1% 59.5% 61.1% 63.0% 63.o"L Common Equity Ratio 60.0% 
546.6 605.0 737.4 707.9 798.9 784.5 876.1 906.3 899.9 937.7 975 1075 TotalCapital ($mill) 7350 
594.4 621.2 646.9 679.5 763.8 793.8 823.2 855.9 884.1 928.7 965 1005 Net Plant (Smilfl 1300 
6.0% 7.4% 6.6% 7.6% 8.4% 8.5% 8.1% 8.7% 7.4% 8.1% 7.5% 7S%ReturnonTotalCap'l 7.0% 
7.8% 11.5% 10.1% 10.9% 12.5% 11.6% 11.8% 12.4% 10.1% 11.1% 10.PL 70.0% RetumonShr.Equity 10.0% 
7.8% 11.6% 10.1% 10.9% 12.5% 11.6% 11.8% 12.4% 10.1% 11.1% 10.0% 70.0% RetumonComEquity 10.0% 
NMF 3.1% 2.7% 3.1% 5.1% 4.3% 5.2% 5.9% 3.6% 4.9% 4.0% 4.0% RetainedtoComEq 4.0% 

113% 74% 73% 72% 59% 63% 56% 53% 64% 56% 61% 60% AllDIv'dstoNetProf 58% 

BUSINESS: Ladede Group, Inc., is a holding company for Ladede tial, 64; commercial and industrial, 22%; transportation, 2%; other, 
Gas, which distributes natural gas in eastem Missouri, including the 12%. Has around 1,640 employees. Ofiicers and directors own ap- 
aty of St. Louis, St Louis County, and parts of 10 other counties. proximately 8% of common shares (1112 proxy). Chaimn: William 
Has roughly 625.000 customers. Purchased SMIP Utility Re- E. Nasser; CEO: Suzanne Sitherwood. Incorporated: Missouri. Ad- 
sources, 1/02; divested, 3/08. U t i l i  therms sold and transported in dress: 720 Olive Street, St Louis, Missouri 63101. Telephone: 314- 
fiscal 2011: 1.1 bill. Revenue mix for regulated operations: residen- 342-0500. Internet: www.the1adedegroup.com. 

Laclede Group got off to a decent spectacular performance over the 
start in fiscal 2012, ends September 2015-2017 period. Expansion of the cus- 
30th. as fiist-quarter share net was 6.7% tomer base for the gas utility will likely 
higher than the year-ago tally. Laclede remain sluggish, as the service territory 
Energy Resources (LER) was the star per- has been in a mature phase for some time. 
former, as it enjoyed a drop in transporta- We think LER has good long-term poten- 
tion costs resulting from the renegotiation tial, but it tends to contribute just  a small 
of contracts that were renewed during fis- portion to total profits. Of course, an ac- 
cal 2011. Profits for Laclede Gas were quisition could brighten things. Even so, it 
slightly better, thanks to higher infra- seems that management has no such plans 
structure system replacement surcharge a t  this time. Thus, in the present con- 
revenues and lower maintenance costs. figuration, annual share-net gains could 
But higher pension and benefit expenses only be in the low-to-mid-single-digit 
provided somewhat of an offset here. range over the next three to five years. 
Still, we believe that earnings for the The good-quality stocks dividend 
year, as a whole, will be down a bit. yield ranks favorably among all gas 
That's largely because of the challenging utility equities tracked by Value Line. 
third-quarter comparison. In fact, Laclede The payout should continue to be well cov- 
Gas benefited from a substantial gain, last ered by earnings, although future hikes 
April, on the sale of 320,000 barrels of may be moderate, at best. That's mainly 
propane from inventory that was no longer because of the utility unit's lackluster 
required to serve utility customers. As a long-term prospects. 
result, fiscal 2012 share net may well Total return potential is not exciting. 
decrease around 5%. to $2.70. But we look Indeed, these shares are already trading 
for the bottom line to advance nearly 4%. within our 3- to 5-year Target Price 
to $2.80 a share, the following year, as- Range. The dividend will probably contin- 
suming that operating margins expand. ue to grow at a slow rate, as well. 
The company stands to have an un- Frederick L. Harris, III 

- 35.4% 35.0% 34.8% 34.1% 32.5% 33.4% 31.3% 33.6% 33.4% 31.4% 33.W 34.0% Income Tax Rat! 

March 9, 2012 
L Fiscal year ends Sept 30m. ations: '08, 94$. Next earnings report due late 1 Based on average shares outstanding thru. April. (C) Dividends historically paid in eady 
7, then diluted. Exdudes nonrecurring loss: January, April, July, and October. rn Dividend 
6. 7$. Exdudes gain from discontinued oper- reinvestment plan available. (D) Ind. deferred 

charges. In '11: $429.9 mill., S19.171sh. 
(E) In millions. 
(F) Wy. egs. may not sum due to rounding or 
change in shares outstanding. 

http://www.the1adedegroup.com


214 I 2.38 I 2.50 I 2.62 1 2.73 I 2.44 1 3.62 1 3.16 1 3.26 I 3.40 I 3.85 

Accts Payable 
Debt Due 
Other 
Current Liab. 
Fix. Chg. Cov. 
ANNUAL RATES 
3 change (per sh) 
?evenues 
“Cash Flow” 
Earnings 
Dividends 
Book Value 

.69 1 .71 1 .73 1 .75 I .76 I .78 
1.19 I 1.15 I 1.07 I 1.21 I 1.23 I 1.10 

.9 7.4 7.8 Cash Assets 
784.1 725.0 8630 Other 

Current Assets 785.0 732.4 8708 

47.3 66.0 70.9 
1789 166.9 324.8 
479.6 470.5 445.8 
7058 703.4 

--- 

- 

6.73 6.92 7.26 1.57 8.29 8.80 
40.69 40.23 40.07 39.92 39.59 40.00 
13.6 13.5 15.3 15.2 14.7 14.2 

2010 609.6 918.4 479.8 631.5 2639.3 
2011 713.2 977.0 648.1 670.9 3009.2 
2012 642.4 7030 700 727.6 3700 
2013 685 7050 720 745 3200 
FI-1 EARWINGS PER SHARE A Full 2::; Dec.31 Mar.31 Jun.30 Sep.30 xg’ 
2009 .77 1.71 .03 d.12 2.40 
2010 .66 1.55 .28 d.03 2.46 
2011 .71 1.62 23 .02 2.58 
2012 1.09 7.60 .20 d.04 285 
2013 f.75 7.67 2 8  .05 3.15 
cai. QUARTERLY DMDENDS PAD 4 FUN 

5.6% I 5.3% I 4.6% 1 4.5% 1 4.4% I 4.2% 
CAPITAL STRUCTURE as of 12/31111 
rata1 Debt 5756.3 mill. Due in 5 Yrs $129.1 mill. 

I I 

A) Fiscal year ends Sept 30th. (C) 
6) Diluted earnings. Qtly egs may not sum to Apr 

~ 

LT Debt $431.6 mill. 
Ind. $69.9 mill. capitalized leases. 
(LT interest earned: 7.5~; total interest coverage: 
7.5x) 
Pension Assets-9/11 $155.7 mill. 

Pfd Stock None 

Common Stock 41,476,807 shs. 
as of213112 
MARKET CAP: $1.9 billion (Mid Cad 

LT Interest $19.6 mill. 

Oblig. $270.2 mill. 

Fiscal QUARTERLY REVENUES ($mill.] A 
,!:ji Dec.31 Mar.31 Jun.30 Sep.30 
2009 801.3 937.5 441.1 412.6 

Full 

2592.5 

2009 
2010 
2011 
2012 

.. - .. 

700% 700% 700% 
Past Past Est’d ’09-’11 

IOYK. 5YK. @’1$’17 
7.0% -1.5% 4.5% 
5.0% 4.5% 5.5% 
7.5% 7.0% 5.5% 
6.0% 8.0% 4.0% 
8.0% 7.5% 5.5% 

.31 .31 .31 .31 1.24 

.34 .34 .34 .34 1.36 

.36 .36 .36 .36 1.44 

.38 

ividends historically paid in early Janualy, million, tl0.491share. 
Juiv. and October. Dividend reinvest- (E) In millions, adjusted for splits. 

Company’s Financial Strength A 
Stock’s Price Stabilitv 100 

ei iar  lMar.31 Jun.30 Sep.30 Dec.31 I Year 
2008 I .267 28 28 .28 1 1.11 

.~ 

dal due to chanae in shares outstanding. Next me! 
earnings report &e late April. I (D) 

1.39 1.59 1.70 1.77 1.87 1.55 2.70 2.40 2.46 2.58 2,85 
.80 .83 .87 .91 .96 1.01 1.11 1.24 1.36 1.44 1.52 

1.02 1.14 1.45 1.28 1.28 1.46 1.72 1.81 2.10 2.26 2.00 

Target Price Range 

82.2 21.2 

87.25 

4.0% 

76.5% Return om Shr. Equity 74.0% 
76.5% Return on Corn Equity 14.0% ! 8.5% Retained to Corn Ea 7.5% 

49% lAll Dids to Net P i f  I 48% 
lily, 60% incentive m r a m s l  N.J. Nab 

I I I I I 1 1 

BUSINESS: New Jersey Resources Carp. is a holding company commercial and electric 
providing retaiVwhdesale energy svcs. to customers in New Jersey, ral Energy subsidiary provides unregulated relaiVwholesale natural 
and in slates from the Gulf Coast to New England, and Canada. gas and related energy svcs. 2011 dep. rate: 2.2%. Has 891 empls 
New Jersey Natural Gas had about 494,964 customers at 9130111 0lf.ldir. own about 1.1% of common (12/11 Proxy). Chrmn.. CEO 8 
in Monmouth and Ocean Counties, and other N.J. Counties. Fiscal Res. : Laurence M. Downes. Inc.: NJ Addr ’ 1415 Wvckoff R D A  . .- . .. . . . - . . , -. . . 
2011 volume: 178 bill. cu. R (5% intermptible, 35% residential and Wall, NJ 07719. Tel.: 732-938-1480. Web: www.njreswrces.com. 

New Jersey Resources is off to a great We have introduced our 2013 top- and 
start in fiscal 2012. The December-period bottom-line estimates at $3.2 billion 
top line declined about 9.9%. However, and $3.15 a share, resoectivelv. This 
this downturn stemmed from lower natu- 
ral gas prices, which et passed through to 
the end-consumer. &anwhile, thanks to 
projects placed into service at NJR Clean 

Ventures, continued rowth at 
Z y e r s e y  Natural Gas (NJNE). and im- 
proved results at NJR Energy Services. 
first-quarter earnings increased 53.5%, to 
$1.09 a share. 
The company appears poised to log a 
double-digit earnings advance this 
year. The NJNG division added 2,001 new 
customers during the December period. At 
this point, management plans to add about 
6,000-7,000 additional accounts for the full 
12 months. Some of that  figure will come 
from steady customer growth, while the 
remainder will come from customer con- 
versions. At the same time. New Jersey 
Resources should benefit from its Clean 

ought to be supported by cbntinued-growth 
in customer accounts and capital projects. 
Management has set a healthy growth tar- 
get of 12,000-14.000 new customer ac- 
counts through the end of 2013. 
Multiple capital projects solidify the 
company’s prospects. Last year, NJR 
completed its Accelerated Infrastructure 
Program I (AIP I). The second phase of 
that program, AIP 11, has nine separate 
projects that  are in the design or construc- 
tion phase. All of those are expected to be 
completed by October of 2012, at a cost of 
about $60 million. These investments will 
help to boost the reliability of the compa- 
ny’s distribution system. 
These shares may appeal to investors 
seeking dividend growth. However, 
when compared with other utilities in The 
Value Line Investment Survev. thev offer a 



ECHNICAL 3 LaveredlUlMl 

or the beginning of 2013. Given the length 
of time since the last rate increase, we do 
not foresee any obstacles going forward, 
and a favorable rate ruling is quite likely. 
Long-term projects should help the 
top and bottom lines. Several ventures 
are proceeding on schedule, with the joint 
venture with Encana set to benefit reve- 
nues and earnin s by mid-decade. The ex- 
pansion of the 8il l  Ranch storage facility 
should also help boost volume, in turn ex- 
panding the customer base. All in all, we 
anticipate seeing a steady increase in 
earnings from 2013 onward, as volume in- 
creases and benefits from several solar 
projects also kick in. 
But the overall picture is uncertain at 
this point. The sudden depression in gas 
prices does not augur well for the compa- 
n ’s future. Barring a sudden recovery, 
l4 orthwest Natural is in for a turbulent 
time. Investors should note that any gains 
from its projects could be more than offset 
by the lower prices. 
This untimely equity may be attrac- 
tive to income investors that dislike 
risk (Safety: 1). 
Sahana Zutsbi March 9, 2012 

1.97 
1.20 
3.70 

15.37 
22.56 
11.7 

2010 
2011 
2012 
2013 

Cal- 
endar 

- 
- 

1.76 1.02 1.70 1.79 1.88 1.62 1.76 1.86 2.11 2.35 2.76 2.57 2.83 2.73 2.39 2.65 295 Eamingspwsh A 3.60 
1.21 1.22 1.23 1.24 1.25 1.26 1.27 1.30 1.32 1.39 1.44 1.52 1.60 1.68 1.75 1.78 1.82 DKdsDecl’dpersh b 1.94 
5.07 4.02 4.78 3.46 3.23 3.11 4.90 5.52 3.48 3.56 4.48 3.92 5.09 9.35 3.76 4.50 5.20Cap’lSpndingpersh 8.f5 

16.02 16.59 17.12 17.93 18.56 18.88 19.52 20.64 21.28 22.01 22.52 23.71 24.88 26.08 26.74 28.20 29.90 BookValuepersh 33.95 
22.86 24.6 25.09 25.23 25.23 25.59 25.94 27.55 27.58 27.24 26.41 26.50 26.53 26.58 26.72 26.75 26.80 CommonShsOutst’g 26.95 
14.4 26.7 14.5 12.4 12.9 17.2 15.8 16.7 17.0 15.9 16.7 18.1 15.2 17.0 17.0 BoIdRglrresare AvgAnn’lPIERatio 17.0 

2008 I .375 ,375 ,375 ,395 I 1.52 I 

4) Diluted earnings per share. Excludes non- (B) DMdends historically paid in mid-February, (D) Includes Intangibles. In 2011: $371.4 mil- 
xuning items: ’98, $0.15; ‘00, $0.11; ’06, May, August, and November. lion. $1 3.901share. 

%pori due late Apnl. (C) In millions. 
60.06); ‘08, ($0.03); ’09, 6$. Next earnings n Dividend reinvestment plan available. 

.395 ,395 ,415 1.60 

% 1 .415 ,415 43; 1 ::6! 1 2011 ,435 ,435 .435 

Company’s Financial Strength A 
Stock’s Price Stability 100 

Earnings Predictability 90 
60 Price Growth Persistence 

2012 I .445 I I  

Northwest Natural Gas’ earnings 
dipped in 2011, by over 12%. to $2.39. 
The primary contributor to the decrease 
was a one-time charge (of about $4 mil- 
lion) from Senate Bill 967. Consequently, 
given the depressed state of natural gas 
prices and the unlikelihood of a rebound in 
the near future, we have reduced our 2012 
estimate to $2.65. a decrease of a dime 
from our previous figure of $2.75. 
The board of directors recently raised 
the dividend. llhe payout is now $0.445 a 
quarter, resulting in a $1.78 annual divi- 
dend. The hike went into effect at the end 
of the fourth quarter. Given the company’s 
history of steady dividend increases, we do 
not see this trend abating in the future, 
which should attract income-oriented 
readers. 
The Ore on rate case remains on the 
agenda. %he case, the company’s first in 
nine years, was filed a t  the end of 2011. 
Northwest is asking for a 6% rate in- 
crease, which would provide a moderate 
boost to the top and bottom lines going for- 
ward. We anticipate a ruling by end of the 
third quarter, and the proposed changes 
should bv imdemented by the end of 2012 



STOCK WE( 
21.9 0 0  

1158.5 
7.8% 

10.6% 
10.6% 
1.7% 
83% 

1.49 I 1.62 I 1.72 I 1.70 I 1.77 1 1.81 

1812.3 1849.8 1939.1 2075.3 2141.5 2240.8 2304.4 2437.7 2627.3 2700 2750 Net Plant ($mill) 2900 
8.6% 7.8% 8.2% 7.2% 7.8% 8.2% 9.1% 8.4% 8.2% 8.5% 8.5% Return o n ~ o t a ~  Cap'[ 8.5% 

11.8% 11.1% 11.5% 11.0% 11.9% 12.4% 13.2% 11.6% 11.4% 12.0% f20% ReturnonShr.Equity 13.0% 
11.8% 11.1% 11.5% 11.0% 11.9% 12.4% 13.2% 11.6% 11.4% f2.0% IZO% ReturnonCcmEquity 13.0% 
3.1% 3.7% 3.6% 2.8% 3.5% 3.9% 4.8% 3.3% 3.1% 3.5% 3.5% RetainedtoComEq 3.5% 
74% 66% 68% 74% 70% 69% 64% 72% 73% 72% 72% AllDNdsfoNetProf 72% 

.84 .93 .98 .93 1.01 1.01 
57 .61 .64 .68 .72 .76 

1.64 1.52 1.48 1.58 1.65 1.29 

ggl QUARTERLY FEVENUES ($ mill.)A 

2009 779.6 455.4 180.3 222.8 
Ends Jan.31 Apr.30 J~1.31 0 6 3 1  

:APITAL STRUCTURE as of 10131111 
rota1 Debt $1006.0 mill. Due in 5Yrs $175.0 mill. 
-T Debt $675.0 mill. 
:LT interest earned: 4.1~; total interest coverage: 

LT Interest $46.1 mill. 

3.4x) 

Full 

1638.1 
zg 

Pension Assets-IOlIl $259.5 mill. 

Pfd Stock None 
Oblig. $236.6 mill. 

Common Stock 72,338,303 shs. 
as of 12/16/11 
MARKET CAP $2.4 billion (Mid Cap) 
CURRENT POSITION 2009 2010 

7.6 5.6 
(WILL) 

Cash Assets 
505.6 322.2 Other 

Current Assets 513.2 327.8 
Accts Payable 115.4 I 1  5.7 
Debt Due 366.0 302.0 

118.8 80.9 Other 
Current Liab. 600.2 498.6 
Fix. Chg. Cov. 316% 323% 

-- 

-- 

1on1/11 

6.8 
279.2 
286.0 
129.7 
331.0 
72.9 

534.1 

- 

- 
325% 

E N U A L  RATES Past Past Est'd '09-'11 
ofchange(per*) 
Revenues 
"Cash Flow" 
Earnings 
Dividends 
Book Value 

10 Y E  
4.5% 
5.5% 
5.0% 
4.5% 
5.0% 

5 Y n  
-1.5% 
4.0% 
4.5% 
4.0% 
3.0% 

to 'IS'17 
3.5% 
2.5% 
2.5% 
3.5% 
2.0% 

2010 1673.7 472.9 211.6 194.1 11552.3 _ _  .- 
2011 
2012 
2013 
Fiscal 
Year 
Ends 
2009 
2010 

- 
- 

2008 
2009 
2010 

1.16 .66 d.12 d.13 
1.17 .68 d.10 d.10 
1.18 .70 d.09 d.09 
QUARTERLY DMDENDS PAID C. 

Mar.31 Jun.30 Sep.30 Dec.31 
.25 .26 26 .26 
26 .27 .21 .27 
.27 .28 .28 28 

1.5i 
1.6! 
1.7l 
Full 
Yea! 
1 .a: 
1 .oi 
1.1' 

- 

- 

-. 

2011 .28 .% .29 
2012 I 29 

BUSINESS: PiedmontNatural Gas Company is primarily a regu- 
lated natural gas distributor, sewing over 968,188 customers in 
North Carolina, South Carolina, and Tennessee. 2011 revenue mix: 
residential (46%), commercial (27%), industrial (7%), other (20%). 
Prinapal suppliers: Transw and Tennessee Pipeline. Gas costs: 
60.0% of revenues. '1 1 deprec. rate: 3.2%. Estimated plant age: 10 

Piedmont Natural Gas likely posted 
January-period earnings little 
changed from last year. (Note: The com- 
pany was expected to issue financial results 
shortly after this report went to press.) We 
look for the natural gas distributor to con- 
tinue to register growth in the number of 
new customer accounts, despite the stag- 
nant housing markets in PNYs service 
area. Piedmont was successful in raising 
that metric by 10,500 during the course of 
2011 (the last period of available financial 
information), and we think that trend will 
continue. Alternatively. the decline in nat- 
ural gas pricing will probably weigh on 
revenues. That said, this is largely viewed 
as a technicality as gas prices are just  
passed through to the end-customer. Over- 
all, system throughput is a better gauge of 
PNYs business volumes, and that 
measure increased 10.7% in 2011, to 280 
million dekatherms. This steady mo- 
mentum ought to translate into a decent 
showing for the fiscal first quarter. 
However, things should pick up later 
this year, and we look for the compa- 
ny to log a 5% share-net advance in 
2012. Last year's completion of two power 

yean. Non-regulated operations: sale of gaspowwed heating 
equipment; natural gas brokering; propane sales. Has about 1,782 
employees. Gff./dir. own about 1.2% of c ~ n m o n  stock, B lackRd 
7.6% (1H2 proxy). Chrmn.. CEO, & Pres.: Thomas E. Skains. Inc.: 
NC. Addr.: 4720 Piedmont Row Drive, Charlotte. NC 28210. Tele- 
phone: 704-364-3120. Internet: www.piedmontng.com. 

generation projects at Duke's Buck facility 
and the Progress' Richmond facility should 
help contribute to this rise. Additional 
gains ought to stem from increased cus- 
tomer accounts. Finally, we are awaiting 
the decision for a possible rate increase by 
the Tennessee Regulatory Authority. 
Meantime, the balance sheet is in 
good shape and improving. The compa- 
ny's cash reserves advanced 20% last year, 
to roughly $6.8 million. At the same time, 
the long-term debt load has remained rela- 
tively constant, at $675 million. 
We have introduced our 2013 top- and 
bottom-line estimates at $1.615 billion 
and $1.70 a share, respectively. At the 
moment, PNY has two lar  e capital un- 
dertakings in the works. %he Progress' 
Wayne County and Sutton Projects have 
been completely designed, and construc- 
tion is under way on the former, while 
Sutton should begin in May or June. Those 
ventures are slated for completion in June 
of 2012 and 2013, respectively. 
These shares don't stand out at this 
time for their yield or total return 
potential among utilities. 
Bryan J. Fong March 9, 2012 



__ _-_ . 
6 6 ' 1  1997 I 1998 I 1999 i 2000 I 2001' 
16.52 1 16.18 1 20.89 I 17.60 1 22.43 1 35.30 

1.22 
.75 

3.47 

1.54 1.60 144 184 1.95 1.90 
:64 1 1:Ol I 1.08 I 1.15 .A5 I .86 I 1.37 1.58 1.71 2.46 2.09 2.27 2.38 2.70 2.89 3.20 3.50 Earningspersh A 4.50 

.78 .82 3 6  .92 1.01 1.11 1.22 1.36 1.50 1.64 1.80 Dv'dsDecl'dpersh E =  2.25 
2.36 2.67 3.21 2.51 1.88 2.08 3.67 5.59 6.39 6.45 6.70 Cap'l Spending persh 7.45 

.72 I .72 I .72 I .72 I .73 I .74 
2.01 I 2.30 I 3.06 I 219 I 2.21 I 2.82 
8.03 

21.51 
13.3 

6.43 6.23 6.74 7.25 7.81 
21.54 21.56 22.30 23.00 23.72 
13.8 21.2 13.3 13.0 13.6 

.83 
6.4% 

'ension Assets-12lll $116.7 mill. 

Vd Stock None 
Oblig. $195.0 mill. 

.EO 1.10 .76 .85 .70 
6.1% 5.3% 5.4% 5.2% 4.7% 

:ommon Stock 30249,818 common shs. 
IS of 2/15/12 

46.1% 
512.5 
666.6 
7.6% 

12.4% 
12.5% 
4.7% 
62% 

YARKET CAP: $1.6 billion (Mid Cap) 
:URRENT POSITION 2009 2010 12/31/11 

49.0% 51.0% 55.1% 55.3% U.3% 60.8% 63.5% 62.6% 59.5% 59.5% 59.5% CommonEquity Ratio 60.0% 
608.4 675.0 710.3 801.1 839.0 848.0 856.4 910.1 1048.3 1700 If90 TotalCapital ($mill) 1500 
748.3 799.9 877.3 920.0 948.9 982.6 1073.1 1193.3 1352.4 1450 1550 NetPlant(Smill) 1850 
7.3% 7.9% 8.3% 10.1% 8.6% 8.9% 9.0% 9.5% 9.2% 9.5% 10.0% ReturnonTotalCap'l 11.0% 

11.5% 12.4% 12.4% 16.3% 12.8% 13.1% 13.1% 14.2% 14.3% 15.0% 15.5% ReturnonShr.Equity f 7 . N  
11.6% 12.5% 12.4% 16.3% 12.8% 13.1% 13.1% 14.2% 14.3% f5.0% f5.5% Returnon Com Equity f7.OX 
5.0% 5.9% 6.2% 10.2% 6.7% 6.7% 6.4% 7.1% 7.0% 7.5% 7.5Y.RetainedloComEq 8.5% 
57% 52% 50% 37% 48% 49% 51% 50% 51% 51% 5% AllDiv'dstoNetPmf 51% 

3.8 2.4 7.5 Sash Assets 
364.6 421.4 333.1 M e r  

Zurrent Assets 368.4 423.8 340.6 

~ ISMILL) 

--- 
&Is Payable 123.9 165.2 153.7 
3ebt Due 231.7 362.1 323.6 

123.2 113.2 110.7 3ther 
Current Liab. 478.8 640.5 588.0 

--- 
Fix. Chg. Cov. 585% 532% 505% 
4"UAL RATES Past Past Est'd '09-'11 
Jfchange(persh) 10Ym 5Yn.  to'15-'17 
Revenues 4.0% 1.0% 5.0% 
"Cash Flow" 8.0% 9.5% 7.0% 
Earnings 10.5% 9.5% 9.0% 
Dividends 5.5% 8.5% 9.0% 
Bookvalue 10.5% 8.0% 5.0% 

Fa; 1 hUARTERLYREVENUES[$mill.) I FUII 
endar Mac31 Jun.30 Sep.30 Dec.31 Year 
2009 362.2 134.5 127.1 221.6 845.4 
2010 329.3 151.6 160.7 283.5 925.1 
2011 331.9 160.5 137.6 198.6 828.6 
2012 I345 170 760 265 I 940 
iw; 1360 iao  17; 3 1 1  iio;ll 

EARNINGS PER SHARE A 
endar Mar.31 Jun.30 S e  .30 Dec.31 Year 
2009 1.46 .15 d.06 2.38 

%OS I - -  ,270 ,270 ,568 I 1.11 ~. . 

- -  ,298 .298 ,628 1.22 
.- ,330 .330 ,695 1.3E 
- -  ,365 .365 ,768 1.50 

I 2012 I 

2069 2634 2951 31.78 31.76 32.30 32.36 2837 3097 2743 30.30 3205 Revenuespersh 
2:12 I 2124 I 244 1 2.51 I 3.51 I 3.20 1 3.48 I 3:72 1 4:21 1 4:s 1 4.85 1 5.05 ITashFlow" per sh 

Relative PIE Ratio 

.~ 
I I I I I I I I I I I I 

BUSINESS: South Jersey Industries. Inc. is a holding company. Its indude: South Jersey Energy, South Jersey Resources Group, 
subsidiary, Swth Jeney Gas Co., distributes natural gas to Manna Energy, and South Jersey Energy Setvice Plus. Has 675 
347,725 customers in New Jersey's southern counties, which employees. OffJdir. contrd 1.0% of common shares; Black Rock 
covers abwt 2,500 square miles and indudes Atlantic City. Gas Inc., 8.3% (4111 proxy). Chnnn. & CEO: Edward Graham. Inc.: NJ. 
revenue mix '11: residential, 41%; commercial, 20%; cogeneration Address: 1 Swth Jersey Plaza. Fdsom, NJ 08037. Telephone: 
and electric aeneration, 14%: industrial, 25%. Non-utili owations 609-561-9000. Internet www.sjindustries.com. . .  - .  
Operating performance at South Jer- 
sey Industries has proven somewhat 
mixed in recent times. The relatively 
mild winter weather has adversely affect- 
ed heating demand. However, the compa- 
ny's mainstay utility business should con- 
tinue to benefit from earnings derived 
from the Capital Investment Recovery 
Tracker program. These earnings are 
based upon the pattern of customer gas 
consumption, which correlates to heating 
demand and is strongest in the first and 
fourth quarters. Overall, modest growth 
from the utility business is on tap. 
The company's nonutility operations 
may well continue to face challenges. 
Wholesale gas marketing continues to be 
hurt by difficult industry conditions. This 
includes thin storage spreads and a lack of 
price volatility. The delayed startup of one 
of the company's solar projects (which was 
pushed back from the December to the 
March period) likely hindered performance 
in 2011, but should provide a boost in the 
current year. 
Utility South Jersey Gas should post 
solid results going forward. This line 
will Drobablv continue to experience 

steady growth in the customer base. Natu- 
ral gas remains the fuel of choice within 
the utility's service territory. I t  should fur- 
ther benefit from customer interest in con- 
verting to natural gas from other fuel 
sources. Moreover, further spending on in- 
frastructure projects (approved by the New 
Jersey Board of Public Utilities) should en- 
hance service and allow the company to 
earn a healthy return on these invest- 
ments. Performance of the nonutility oper- 
ations should also improve. The company's 
pipeline of energy projects, and op- 
portunities in the Marcellus region, ought 
to provide a solid foundation for future 
growth. 
This stock is neutrally ranked for 
year-ahead performance. We project 
solid growth in share earnings and 
dividends for the company over the pull to 
2015-2017. South Jersey earns good marks 
for Safety, Price Stability, and Earnings 
Predictability. However, this appears to be 
partly reflected in the recent quotation. 
This equity offers unimpressive, though 
relatively well-defined, total return poten- 
tial for the coming years. 
Michael Napoli, CFA March 9, 2012 
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3.00 3.85 4.48 4.45 4.57 4.79 5.07 5.11 5.57 5.20 5.97 6.21 5.76 
.TI I 1.65 1 1.27 I 1.21 1 1.15 I 1.16 1 1.13 I 1.66 I 1.25 1 1.98 I 1.95 1 1.39 .25 I 

65.3 116.1 21.9 
329.8 352.3 439.7 

CaA?!kLts 
Other 
Current Assets 417.6 445.9 461.6 
Accts Payable 158.9 165.5 186.8 

Debt Due 31i:: 3g2:i :$:; 
474.2 ~ 9 7 . ~  U T , ~  

Other 
Current Liab. 
Fix. Chg. Cov. 251% 299% 359% 
ANNUALRATES Past Past Est’d’09-’11 
ofCJWe(persh) I O Y K  5 Y r ~  to’15’17 
Revenues 3.5% 2.0% 3.5% 

Flow.9 3.0y0 3.0y0 6.5% 
Earnings 3.0% 6.5% 9.5% 
Dividends 1.5% 3.0% 8.0% 

4.0% 5.5x 4.5% . Book Value 

Cat- QUARTERLYRDNSUES($mN.) FUII 
endar Mar.31 Jun.30 Sep.30 Dec.31 Year. 
2009 689.9 387.6 317.5 498.8 1893.8 
2010 668.8 385.8 307.7 468.1 1830.4 
2011 628.4 388.5 352.6 517.7 1887.2 
2012 650 4‘0 365. 500 ‘925 
2013 660 420 375 505 lg6O 
Cal- EAWGSPERSHAREA FUII 

endar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2009 1.12 d.O1 d.18 1.01 1.94 
2010 1.42 d.02 d.11 .98 2.27 

2012 ‘*55 .I5 d.i5 ‘.Io 2.65 
2013 ‘*65 .20 ‘.‘5 
Gal- QUARTERLY DMOENDS PAD &t FUI~ 

endar Mar.31 Jun.30 Sep.30 Dec.31 Year. 
2008 ,215 2 5  .225 ,225 .89 
2009 ,225 .238 ,238 .238 .94 
2010 ,238 250 ,250 ,250 .99 
2011 250 .265 ,265 .265 1.05 
2012 ,265 295 

--- 

2011 1.48 .O9 d.34 1.19 2.43 

.82 I .82 I .82 I .82 I .82 I .82 I .82 I .82 I .82 I .82 I .82 I .86 I .90 
8.19 I 6.19 I 6.40 I 7.41 I 7.04 I 8.17 I 8.50 I 7.03 I 8.23 I 7.49 I 8.27 1 7.96 I 6.79 

I I - 
BUSINESS Southwest Gas Corpwation is a regulated gas dis- 
tributor serving approximately 1.9 million customers in sections of 
Arizona, Nevada, and California. Comprised of two business seg- 
ments: natural gas operations and construction services. 2011 mar- 
gin ”: residential and small commercial, 86%; large commercial 
and industrial, 4%; transportation, 10%. Total throughput 2.1 billion 

Shares of Southwest Gas have traded 
higher over the past three months. 
The company finished 2011 on an im- 
pressive note, and we look for solid results 
going forward. Pipeline construction- 
services subsidiary NPL should continue 
to experience healthy growth. This busi- 
ness ought to further benefit from the re- 
placement of aging infrastructure. Mean- 
while, the utility business should benefit 
from recent rate relief (discussed below), 
though it remains to be seen whether this 
unit’s operating environment will continue 
to improve. Overall, we anticipate higher 
revenues and share earnings for the cur- 
rent year. Growth may well continue in 
2013. That said, our estimates may prove 
somewhat optimistic, should material eco- 

The Arizona Corporation Commission 
has approved a rate increase for the 
company, which took effect on January 
1st. Southwest was allowed to increase its 
revenues by $52.8 million, with a return 
on equity of 9.5%. The approval also in- 
cludes a revenue decoupling mechanism to 
allow Southwest to recover fixed costs 
regardless of fluctuations in customer 

nomic weakness emerge. 

14.20 14.09 15.67 16.31 16.82 17.27 17.91 18.42 19.18 19.10 21.58 22.98 23.49 
26.73 27.39 30.41 30.99 31.71 32.49 33.29 34.23 36.79 39.33 41.77 42.81 44.19 
69.3 24.1 13.2 21.1 16.0 19.0 19.9 19.2 14.3 20.6 15.9 17.3 20.3 
4.34 1.39 .69 1.20 1.04 .97 1.09 1.09 .76 1.10 .86 .92 1.22 

[A) Based on avg. shares wtstand. thru. ‘96, paid early March, June, September, December. 
hen diluted. Exd. nonrec. gains (losses): ’97, et Di’d reinvestment and stock purchase plan 
16$; :02, (lo$); ‘05, (l.ll);;06,.7$.. Ne? egs.,, avail. (C) In millions. 

4.7% I 4.4% I 3.8% I 3.1% 1 4.2% I 3.8% 3.6% 3.8% 3.5% 3.2% 2.6% 2.6% 3.2% 

CAPITAL STRUCTURE as of 12131111 1320.9 1231.0 1477.1 1714.3 2024.7 2152.1 2144.7 
Total Debt $1253.5 mill. Due in 5 YE $343.0 mill. 38.6 38.5 58.9 48.1 80.5 83.2 61.0 
LT Debt $930.9 mill. - 32.8% 30.5% 34.8% 2g.7qb 37.356 36.5% 40.1% (Total interest coverage: 3.5~) 
Leases, Uncapitalized Annual rentals $6.0 mill. - 
Pension Assets-I2111 $551.8 mill. 62.5% 66.0% 64.2% 63.8% 60.6% 58.1% 55.3% 

Oblig. $832.8 mill. 34.1% 34.0% 35.8% 36.2% 39.4% 41.9% 44.7% 
f fd  Stock None 1748.3 1851.6 1968.6 2076.0 2287.8 2349.7 2323.3 

LT Interest $60.0 mill. 
[43% of Cap’l) 3.1% 4.0% 2.80/o 4.0x 3.9% 

Company’s Financial Strength B 
Stock’s Price Stability 95 

6,; Price Growth Persistence 
r.-?___ n.-d*. . .LFslL.  

1979.5 2175.7 2336.0 2489.1 2668.1 2845.3 2983.3 
4.3% 4.2% 5.0% 4.3% 5.5% 5.5% 4.5% 

6.5% 6.1% 8.3% 6.4% 8.9% 8.5% 5.9% 
MARKET CAP: $2.0 billion (Mid Cap) , 1.9% 1.7% 4.3% 2.2% 5.2% 4.8% 2.1% 
CURRENTPOSITION 2009 2010 12nlll1 70% 72% 49% 65% 42% 44% 63% 

Common Stock 46,093,472 shs. 
as of 2115112 5.9% 6.1% 8.3% 6.4% 8.9% 8.5% 5.9% 

80 
60 
50 
40 
30 
2s 
20 

10 
1.5 

THS V L A R I W  
STOCK IWEX 

1 yr. 15.4 0.0 
3yr. 79.1 123.8 
5yr. 24.4 27.2 

12012 12013 I “VALUELlNEPUB.LLC113-17 
42.00 
6.16 
1.94 
.95 

4.81 
- 

4.73 
24.44 25.62 26.68 27.65 29.15 Bookvalue peish 33.35 
45.09 45.56 45.96 47.00 48.00 Common Shs Outst’g C 51.00 
12.2 14.0 15.7 &id figlrre+ are Avg Ann’l PIE Ratio 75.0 
.81 89 .98 ~ “ e  Lint Relative PIE Ratio t o o  

4.0% 3.2% 28% Ava Ann’l Div’d Yield 2.8% estina‘es 
I I I I I “  I 

1893.8 1830.4 1887.2 1925 1960 Revenues ($mill) 
87.5 I 103.9 I 112.3 I 125 I 7401NetPmfit($: 1 y: 

34.0% 34.7% 36.0“X 35.0% 35.0% IncomeTaxRate 35.0% 
4.6% 5.7% 6.0% 6.5% 7.1% NetProtitMa in 

53.5% 49.1% 43.2% 44.5% 46.0% Lonri-Tern Debt Ratio 47.0% 
46.5% I 50.9% I 56.8% I 55.5% I 54.0% lCon&onEquityRatio 
2371.4 I 2291.7 I 2156.9 1 2350 I 2600 ITotal Capital ($mill) 

53.0% 
3200 
3750 
8.0% 

12.0% 
120% 
7.0% 
41% 

therms. Sold PriMerit Bank, 7/96. Has 5,754 employees. Off. & Dir. 
own 1.7% of common stock; BlackRock Inc., 8.6%; T. Rowe Price 
Associates, Inc., 7.2%; GAMCO Investors, Inc.. 7.0% (3H1 Proxy). 
Chairman: James J. Kropid. CEO Jeffrey W. Shaw. Inc.: C k  Ad- 
dress: 5241 Spring Mountain Road, Las Vegas, Nevada 89193. 
Teleohone: 702-876-7237. Internet www.swaas.com. 

usage, and enables it% promote improve- 
ments in energy efficiency. Efforts to 
procure rate relief will remain important 
going forward, as Southwest depends on 
such approved increases to help it cope 
with rising expenses and to provide com- 
pensation for infrastructure investment. 
The board of directors has increased 
the dividend by roughly 11%. Starting 
with the June payout, the quarterly divi- 
dend is now $0.295 per share. The compa- 
ny has increased the payout every year 
since 2007. and we expect this pattern will 
continue going forward. 
This stock is favorably ranked for 
year-ahead performance. Looking fur- 
ther out, we anticipate healthy growth in 
revenues and share earnings for the com- 
pany over the pull to 2015-2017. However, 
appreciation potential for the coming years 
appears somewhat limited, as the shares 
are trading near our Target Price Range. 
Healthy dividend growth notwithstanding, 
the stock’s yield remains below average for 
a utility. As a result, most investors can 
probably find more-attractive op- 
portunities elsewhere. 
Michael Napoli, CFA March 9, 2012 
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istitutional Decisions 

2.93 
1.85 
1.14 
2.85 

3.02 2.79 2.74 320 3.24 
1.85 1.54 1.47 1.79 1.8! 
1.17 1.20 1.22 1.24 1.26 
3.20 3.62 3.42 2.67 2.6! 

2.63 
1.14 
1.27 
3.34 

15.78 
48.56 
23.1 
1.26 

4.8% 
1584.8 

55.7 
34.0% 
3.5% 

45.7% 
i.7x) 
'ension Assets-9/11 $1,289.0 mill. 

'referred Stock $28.2 mill. Pfd. Div'd $1.3 mill. 
Oblig. $896.5 mill. 

4.00 3.87 3.97 3.84 3.89 4.34 4.44 4.11 4.01 4.40 4.45 "CashF1ow"persh 4.70 
2.30 1.98 2.13 1.94 2.09 2.44 2.53 2.27 2.25 250 2.55 EarningspershB 2.80 
1.28 1.30 1.32 1.35 1.37 1.41 1.47 1.50 1.55 1.59 1.63 Div'dsDecl'dpershC. 1.75 
2.65 2.33 2.32 3.27 3.33 2.70 2.77 2.57 3.94 5.85 4.85 Cap'lSpending persh 4.80 

16.25 16.95 17.80 18.86 19.83 20.99 21.89 22.82 23.49 24.60 25.60 BookValuepershD 28.65 
48.63 48.67 48.65 48.89 49.45 49.92 50.14 53.54 51.20 51.50 51.75 CommonShsOutst'gE 5200 
11.1 14.2 14.7 15.5 15.6 13.7 12.6 15.1 17.0 Bold#7gwesare AvgAnn'lPIERatio 15.0 
.63 .75 .78 .84 .83 .82 .84 .96 1.07 Une Relative PIE Ratio 1.00 

5.0% 4.6% 4.2% 4.5% 4.2% 4.2% 4.6% 4.4% 4.1% eriina'es Avg Ann'l Div'd Yield 4.2% 
2064.2 2089.6 2186.3 2637.9 2646.0 2628.2 2706.9 2708.9 2751.5 2800 2850 Revenues(Smill)A 3115 
112.3 98.0 104.8 96.0 102.9 122.9 128.7 115.0 115.5 129 132 NetPlofit($mill) 145 

38.0% 38.2% 37.4% 39.0% 39.1% 37.1% 39.1% 38.7% 42.4% 39.0% 39.0% IncomeTaxRate 39.0% 
5.4% 4.7% 4.8% 3.6% 3.9% 4.7% 4.8% 4.2% 4.2% 4.6% 4.6% NetProfitMargin 4. % 

43.8% 40.9% 39.5% 37.8% 37.9% 35.9% 33.3% 33.4% 32.3% 31.0% 30.5% Long-Term Debt Ratio 28.5% 

:mmon Stock 51,497,582 shs. 
IS of 1/31/12 

.72 
5.4% 

HA- CAP $2.1 billion (Mid Cap) 

($MILL) 
:ash Assets 
M e r  

ZURRENT POSITION 2010 2011 12/31/11 

8.9 4.3 5.5 
708.4 720.4 1012.6 

h r e n t  Assets 717.3 724.7 1018.3 
--- 

.73 .89 .99 .95 .7E 
5.0% 4.5% 4.8% 4.8% 4.6% 

4ccts Payable 225.4 279.4 299.4 
I e M  Due 130.5 116.5 278.1 
3ther 
Current Liab. 544.1 576.7 852.C 

188.2 180.8 274.5 --- 

1606.8 
5.3% 
7.0% 

3x. Chg. Cov. 
WNUAL RATES 
d drange (per sh) 
Revenues 
"Cash Flow" 

1874.9 1915.6 1969.7 2067.9 2150.4 2208.3 2269.1 2346.2 2489.9 2640 2805 NetPlant(Smil1) ' 3350 
9.1% 8.2% 8.5% 7.6% 7.6% 85% 8.8% 7.6% 1.5% 8.0% 8.0% ReturnonTotal Cap'l 8.0% 

13.7% 11.5% 11.7% 10.1% 10.2% 11.4% 11.4% 9.7% 9.4% 10.0% 10.0% Returnon Shr.Eauitv 10.0% 

Earnings 
Dividends 
Book Value 

536% 
Past 

1OYrs. 
8.5% 
3.0% 
3.0% 
2.0% 
4.0% 

535% 535% 
Past Est'd 'OS-'1' 
~ Y K .  to ' istr  
2.5% 2.0% 
1.5% 2.0% 
3.0% 3.0% 
2.5% 2.5% 
5.0% 4.0% 

2010 727.4 1056.6 459.7 465.2 2708. 
2011 795.9 1017.2 490.3 448.1 2751. 

1.03 1.65 .I1 d.25 z; I 1.01 1.64 d807 d.29 1 E 
1.02 1.53 d.03 d.26 

2012 1.13 1.59 .Of d.23 
2013 1.15 1.60 Nil d.20 
Gal. QUARTERLY DMDENDS PAD FUI 

endar Mar.31 Jun.30 Se .30 Dec.31 Yea 
2008 I -34 .36 .36 .36 1 1.4: - ___  .. 

2009 .36 .37 .37 .37 1.4 

2011 ,378 .39 .39 .39 1.5 
2010 1 .37 ,378 ,378 .37a 1 is 

I 2012 I .39 

52.4% I 54.3% 1 57.2% I 58.6% 1 60.4% I 60.3% I 62.4% I 65.0% 1 65.0% I 66.2% I 67.5% I 68.5% ICommon Equily Ratio I 70.5% 
1462.5 I 1454.9 I 1443.6 I 1478.1 I 1526.1 I 1625.4 1 1679.5 1 1687.7 I 1774.4 1 1818.1 1 I 2115 1875 I 1935 (Total Capital ($mill) 

7.2% I 14.0% I 11.7% I 12.0% I 10.3% 1 10.4% 1 11.6% 1 11.6% I 9.9% 1 9.5% 1 1U.W 1 1U.H lReturnonCornEqui& 1 10.0% 
NMF 1 6.2% 1 4.1% I 4.6% I 3.2% I 3.5% 1 5.0% I 5.0% 1 3.3% I 3.4% 1 3.5% I 3.5% IRetained toCom Eq I 3.5% 
112% I 56% I 65% I 62% I 69% 1 66% I 57% I 57% 1 67% I 64% I 64% I 64% lAllDiidstoNetPmf I 62% 

BUSINESS WGL Holdings, Inc. is the parent of Washinglm Gas vides energy related products in lhe D.C. metro area; Wash. Gas 
Light, a natural gas distributor in Washington, D.C. and adjacent Energy Sys. designslinslalls cwnm'l heating, ventilating, and air 
areas of VA and MD to residenrl and comm'l users (1,082,983 m d .  systems. Black Rock Inc. owns 7.4% of common stock 
meters). Hampshire Gas, a federally regulated sub., operates an OffWir. less than 1% (1112 proxy). Chrmn. 8 CEO Terry D. McCaC 
underground gas-storage fadlily in WV. Non-regulated subs.: lister. Inc.: D.C. and VA Addr.: 101 Const Ave., N.W., Washington. 
Wash. Gas Enemv Svcs. sells and delivers natural gas and DTD D.C. 20080. Tel.: 202-624-6410. Internet: www.wlholdinas.com. 

~~ 

WGL Holdings lo ed a mixed bag of 
financial results its December in- 
terim. Indeed, the top line declined ap- 
proximately 9% on a year-over-year basis, 
to $727.8 million. However, we view this 
largely as a technicality stemming from 
the decrease in natural gas prices over 
that  time frame. Alternatively, the Regu- 
lated Utility unit added 9,300 active cus- 
tomer meters. On the margin front, the 
utility cost of gas declined 8.27% as a func- 
tion of revenues. This was partially offset 
by a 7.3% rise in the non-utility cost of 
energy-related sales. Elsewhere, the Retail 
Energy-Marketing segment saw the total 
number of electric accounts grow by 
33,800, to 194,400. Finally, the Commer- 
cial Energy Systems division inched back 
into positive territory as some previously 
delayed government projects came on line. 
On balance, the bottom line increased 
11%, to $1.13 a share. 
We look for the natural gas dis- 
tributor to post a double-digit earn- 
ings advance this year. This should be 
supported by steady growth at the regu- 
lated utility segment, solid gains at  the 
retail enerw marketing unit, and positive 

contributions from the commercial energy 
services division. Too, warmer weather 
and lower natural gas prices should have a 
favorable effect on the wholesale energy 
solutions business, although this does not 
augur well for WGL's other operations. 
The company's balance sheet is im- 
proving. So far this year, cash reserves 
increased 27%. to $5.5 million. A t  the 
same time, the Iong-term debt load 
remains constant at about $585 million. 
We have introduced our 2013 top- and 
bottom-line estimates at $2.85 billion 
and $2.55 a share, respectively. Aside 
from steady growth in customer accounts, 
WGL is awaiting the decision for a rate in- 
crease in Virginia. And, the company 
plans to file for a hike in rates for the Dis- 
trict of Columbia, as well. Finally, alterna- 
tive energy projects may also be a boon. 
These shares offer a slightly above- 
average dividend yield, when com- 
pared to all other utilities in the 
Value Line universe. However, they are 
currently trading inside our Target Price 
Range, thus, their appreciation potential is 
limited through 2015-2017. 
Bryan J. Fonz March 9, 2022 
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(E) In millions, adjusted for stock split. 
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ATTACHMENT C 



I I AMERICAN STS WTR CO (NYSE) ZACKS RANK 3 - HOLD 

I AWR 36.92 -4.55 (-1.47%) Vol. 38,083 1253 ET 

American States is a public utility company engaged principally in thepurchase, production, distribution and sale of 
water. The company alsodistributes electricity in some communities. In the customer service areas for both water 
and electric, rates and operations are subject to the jurisdiction of the California Public Utilities Commission. 

General Information 
AMER STATES WTR 
630 E FOOTHILL BLVD 

Phone: 9093943600 

Web: httpY/www.aswater.com 
Email: nvestorinfo@aswater.com 

SAN DIMAS. CA 91773-9016 

Fa: 909-394-071 1 

Industry UTIL-WATER 
SPLY 

Sector: Utilities 

Fiscal Year End December 
Last Completed Quarter 12/31/11 
Next EPS Date 0311 a201 2 

Price and Volume information 

37.6 

37.4 

37.2 

37.0 

36.8 

36.6 

36.4 

Zacks Rank A 
Yesterday's Close 37.47 

x 

52 Week High 37.91 
52 Week Low 30.53 
Beta 0.34 
20 Day Moving Average 109,232.50 
Target Price Consensus 39.5 

02-13-12 03-09-12 

X Price Change 
4 Week 
12 Week 
YTD 

Share information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

% Price Change Relative to S&P 500 
2.55 4 Week 0.43 
8.61 12 Week -3.37 
7.36 YTD -1 51 

Dividend Information 
8.74 Dividend Yield 2.99% 

Annual Dividend $1.12 
702.00 Payout Ratio 0.00 

0.00 
0211 012012 I $0.28 

5.46 Change in Payout Ratio 
0611 012002 Last Dividend Payout / Amount 

EPS Information Consensus Recommendations 
Current Quarter EPS Consensus Estimate 0.38 Current (l=Strong Buy, 5=Strong Sell) 2.14 
Current Year EPS Consensus Estimate 2.22 30 Days Ago 2.14 
Estimated Long-Term EPS Growth Rate 12.00 60 Days Ago 2.1 4 
Next EPS Report Date 0311 a201 2 90 Days Ago 2.1 4 

Fundamental Ratios 
PIE EPS Growth Sales Growth 

Current N Estimate: 16.87 vs. Previous Year 33.87% vs. Previous Year 7.72% 
Trailing 12 Months: 16.65 vs. Previous Quarter 22.06% vs. Previous Quarter: 9.17% 
PEG Ratio 1.41 

Price Ratios ROE ROA 
Price/Book 12/31/11 12/31/11 

http://httpY/www.aswater.com
mailto:nvestorinfo@aswater.com


PriceICash Flow 
Price / Sales 

Current Ratio 
12/31/11 
09/30/11 
06/30/11 

Net Margin 
12/31/11 
09/30/11 
06/30/11 

Inventory Turnover 
12/31 11 1 
09/30/11 
06/30/11 

1.73 
18.47 09130/11 

- 06/30/11 

Quick Ratio 
- 12/31/11 

1.38 09/30/11 
1.38 06/30/11 

Pre-Tax Margin 
- 12/31/11 

17.27 09/30/11 
14.1 1 06/30/11 

Debt-to-Equity 
- 12/31/11 

40.72 09/30/11 
43.56 06/30/11 

i 0.86 09130/i 1 
10.05 06130/11 

Operating Margin 
- 12/31/11 

1.35 09/30/11 
1.36 06/30/11 

Book Value 
- 12/31/11 

17.27 09/30/11 
14.11 06/30/11 

Debt to Capital 
- 12/31/11 

0.84 09/30/11 
0.87 06/30/11 

3.53 
3.20 

9.88 
9.13 

21.68 
21.05 

45.66 
46.43 



Zacks.com Quotes and Research 

CALIFORNIA WTR SVC GROUP (NYSE) 
CWT 18.46 r0.03 (0.16%) Vol. 127,593 13:W ET 
California Water Service Company's business, which is carried on through its operating subsidiaries, consists of the 
production, purchase, storage, purification, distribution and sale of water for domestic, industrial, public and irrigation 
uses, and for fire protection. It also provides water related services under agreements with municipalities and other 
private companies. The nonregulated services include full water system operation, and billing and meter reading 
services. 

General Information 
CALIF WATER SVC 
1720 N FIRST ST C/O CALIFORNIA WATER 
SERVICE CO 
SAN JOSE, CA 951 12 
Phone: 4083678200 

Web: http://www.calwatergroup.com 
Ernail: None 

ZACKS RANK 5 - STRONG SELL 

Fax: 831-427-9185 

Industry UTI L- WATER 
SPLY 

Sector: Utilities 

Fiscal Year End December 
Last Completed Quarter 12/31 /I  1 
Next EPS Date 05/09/2012 

Price and Volume Information 

Zacks Rank €k 
Yesterday's Close 18.43 
52 Week High 19.37 
52 Week Low 16.65 
Beta 0.29 
20 Day Moving Average 379,125.81 
Target Price Consensus 20.6 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 

0.77 
2.28 
0.93 

41.82 

770.69 

3.53 
Last Split Date 

EPS Information 
Current Quarter EPS Consensus Estimate 0.04 
Current Year EPS Consensus Estimate 1.06 
Estimated Long-Term EPS Growth Rate 10.00 
Next EPS Report Date 05/09/2012 

Fundamental Ratios 
PIE EPS Growth 

Current FY Estimate: 17.43 vs. Previous Year 

0611 31201 1 

02-13-12 03-09-12 

% Price Change Relative to S&P 500 
4 Week -1.31 
12 Week -9.01 
YTD -7.41 

Dividend information 

Annual Dividend $0.63 
Payout Ratio 0.72 
Change in Payout Ratio 0.03 
Last Dividend Payout I Amount 02/02/2012 / $0.1 6 

Dividend Yield 3.42% 

Consensus Recommendations 
Current (l=Strong Buy, 5=Strong Sell) 2.38 
30 Days Ago 2.00 
60 Days Ago 2.00 
90 Days Ago 2.00 

Sales Growth 
-65.22% vs. Previous Year -2.32% 

Trailing 12 Months: 21.56 vs. Previous Quarter -92.00% vs. Previous Quarter: -39.14% 
PEG Ratio 1.74 

http://Zacks.com
http://www.calwatergroup.com


Price Ratios 
PriceIBook 

PriceICash Flow 
Price / Sales 

Current Ratio 
1213111 1 
09/30/11 
06/30/11 

Net Margin 
1213111 1 
09/30/11 
06/30/11 

inventory Turnover 
12/31/11 
09/30/11 
06/30/11 

ROE 
1.71 12/3llll 
8.81 09/30/11 
1.54 06/30/11 

Quick Ratio 
0.75 12/31/11 
0.97 09/30/11 
1 .OO 06/30/11 

Pre-Tax Margin 
12.13 12/31/11 
13.44 09/30/11 
13.33 06/30/11 

Debt-to-Equity 
34.01 12/31/11 
33.41 09/30/11 
31.64 06/30/11 

ROA 
8.13 12/31/11 
8.88 09/30/11 
8.84 06/30/11 

Operating Margin 
0.71 12/31/11 
0.93 C9/30/11 
0.95 06/30/11 

Book Value 
12.13 12/31/11 
13.44 09/30/11 
13.33 06/30/11 

Debt to Capital 
1.07 12l3111 1 
1.05 09/30/11 
1.09 06/30/11 

2.03 
2.25 
2.27 

7.18 
7.74 
8.00 

10.76 
10.88 
10.50 

51.71 
51.26 
52.17 



Zacks.com Quotes and Research 

ZACKS RANK 3 - HOLD I MIDDLESEX WATER CO (NASD) 

MSEX 18.67 m0.22 (1.19%) Vol. 20,588 1259 ET 

Middlesex Water Company treats, stores and distributes water for residential, commercial, industrial and fire 
prevention purposes. 

General information 
MIDDLESEX WATER 
1500 RONSON RD P 0 BOX 1500 
ISELIN, NJ 08830 
Phone: 7326341 500 

Web: httpY/www.middlesexwater.com 
Email: bsohler@middlesexwater.com 

F a :  732-638-7515 

Industry UTIL-WATER 
SPLY 

Sector: Utilities 

Fiscal Year End December 
Last Completed Quarter 12/31/11 
Next EPS Date 05/11/2012 

Price and Volume Information 

Zacks Rank 
Yesterday’s Close 18.45 
52 Week High 19.60 
52 Week Low 16.51 
Beta 0.46 
20 Day Moving Average 27,718.05 
Target Price Consensus 20 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market capitalization 
(millions) 
Short Ratio 
Last Split Date 

EPS Information 
Current Quarter EPS Consensus Estimate 
Current Year EPS Consensus Estimate 
Estimated Long-Term EPS Growth Rate 

19.2 

% Price Change Relative to S&P 500 
-1.13 4 Week -3.1 6 
0.93 12Week -1 0.20 

-1.13 YTD -9.30 

Dividend Information 
5.64 Dividend Yield 

Annual Dividend 
4.01 % 
$0.74 

288.47 Payout Ratio 0.88 
0.10 

02/13/2012 / $0.1 9 
9.79 Change in Payout Ratio 

/1 7/2003 Last Dividend Payout I Amount 

Consensus Recommendations 
0.1 6 Current (l=Strong Buy, 5=Strong Sell) 2.33 
0.98 30 Days Ago 2.33 

- 60 Days Ago 2.33 
Next EPS Report Date 0511 1/2012 90 Days Ago 2.33 

Fundamental Ratios 
PIE EPS Growth Sales Growth 
Current FY Estimate: 18.89 vs. Previous Year -25.00% vs. Previous Year -6.68% 
Trailing 12 Months: 21.96 vs. Previous Quarter -62.50% vs. Previous Quarter: -18.73% 
PEG Ratio 

Price Ratios ROE ROA 
PriceIBook 1.63 12/31/11 7.65 12/31/11 2.64 

http://Zacks.com
http://httpY/www.middlesexwater.com
mailto:bsohler@middlesexwater.com


Priceleash Flow 
Price 1 Sales 

Current Ratio 
12/31/11 
09/30/11 
06/30/11 

Net Margin 
12/31/11 
09130/11 
06/30/11 

inventory Turnover 
12/31/11 
09/30111 
06/30111 

12.08 09/30/11 
2.83 06130111 

Quick Ratio 
0.49 12/31/11 
0.57 09/30/11 
0.58 06/30/11 

PreTax Margin 
19.57 1 2/31/1 1 
20.1 0 09/30/11 
20.50 0613011 1 

Debt-to-Equity 
30.28 1 2/31/1 1 
29.83 09/30/11 
29.81 06/30/11 

8.02 09/30111 
8.41 06/30111 

Operating Margin 
0.45 12/31/11 
0.53 09130/11 
0.54 06/30/11 

Book Value 
19.57 12/31/11 
20.1 0 09/30/11 
20.50 06/30/11 

Debt to Capital 
0.75 12/31/11 
0.75 09/30111 
0.77 06/30/11 

2.82 
2.98 

13.17 
13.50 
13.95 

1 1.32 
11.36 
11.21 

42.29 
42.31 
43.06 



SJW CORP (NYSE) ZACKS RANK 3 - HOLD 

SJW 23.98 r-0.24 (-0.99%) Vol. 11,079 1311 ET 

SJW CORP. is a holding company which operates through its wholly-ownedsubsidiaries, San Jose Water Co., SJW 
Land Co., and Western Precision, IncSan Jose Water Co., is a public utility in the business of providing 
waterservice to a population of approximately 928,000 people. Their servicearea encompasses about 134 sq. miles 
in the metropolitan San Juan area.SJW Land Co. operates parking facilities located adjacent to the 
theirheadquarters and the San Jose area. 

General Information 
SJW CORP 
110 W. TAYLOR STREET 
SAN JOSE, CA 951 10 
Phone: 4082797800 

Web: hllpYhww.sjwater.com/ 
Email: boardofdirectors@sjwater.com 

Fax: 408-279-7917 

Industry UTI L- WATE R 
SPLY 

Sector: Utilities 

Fiscal Year End December 
Last Completed Quarter 1213111 1 
Next EPS Date 04/25/2012 

Price and Volume information 

Zacks Rank & 
Yesterday's Close 24.22 
52 Week High 25.32 
52 Week Low 20.87 
Beta 0.58 
20 Day Moving Average 28,734.55 
Target Price Consensus 27.67 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

0.54 
3.1 1 
2.45 

18.62 

450.93 

13.14 
0311 712006 

EPS information 
Current Quarter EPS Consensus Estimate 
Current Year EPS Consensus Estimate 
Estimated Long-Term EPS Growth Rate 

0.03 
0.99 

Next EPS Report Date 04/25/2012 

Fundamental Ratios 
PIE EPS Growth 

Current FY Estimate: 24.55 vs. Previous Year 

25.0  

24.8 

H.6 
24.4  

24 .2  
24 .0  

23.t 
23.6 

23.4  

92-13-12 03-09- 12 

% Price Change Relative to S&P 500 
4 Week -1.53 
12 Week -8.27 
YTD -6.01 

Dividend Information 

Annual Dividend $0.71 
Payout Ratio 0.74 
Change in Payout Ratio 0.04 
Last Dividend Payout I Amount 02/02/2012 / $0.1 8 

Dividend Yield 2.93% 

Consensus Recommendations 
Current (1 =Strong Buy, 5=Strong Sell) 1.67 
30 Days Ago 2.33 
60 Days Ago 2.33 
90 Days Ago 2.33 

Sales Growth 
70.00% vs. Previous Year 22.83% 

Trailing 12 Months: 26.04 vs. Previous Quarter -61.36% vs. Previous Quarter: -1 5.66% 
PEG Ratio 

http://hllpYhww.sjwater.com
mailto:boardofdirectors@sjwater.com


Price Ratios 
PricelBook 
PriceICash Flow 
Price 1 Sales 

Current Ratio 
12/31/11 
09/30/11 
06/30/11 

Net Margin 
12/31/11 
09/30/11 
06/30/11 

inventory Turnover 
12/31/11 
09/30/11 
06/30/11 

ROE 
1.71 1213111 1 

8.96 09/30/11 
1.89 06/30/11 

Quick Ratio 
2.44 12/31/11 
2.31 09/30/1 1 
2.13 0613011 1 

Pre-Tax Margin 
14.83 12/31/11 
16.55 09/30/11 
18.84 06/30/11 

Debt-to-Equity 
106.64 12/31/11 
105.35 09/30/1 1 
103.29 06/30/11 

ROA 
6.79 12/31/11 
6.34 09/30/11 
6.33 06/30/11 

Operating Margin 
2.40 12/31/11 
2.28 09/30/11 
2.1 0 06/30/11 

Book Value 
14.83 12/31/11 
16.55 09/30/11 
18.84 06l30111 

Debt to Capital 
1.30 12/31/11 
1.32 09/30/11 
1.35 06/30/11 

1.75 
1.66 
1.68 

7.34 
7.13 
7.22 

14.20 
14.01 
13.73 

56.57 
56.96 
57.47 
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Zacks.com Quotes and Research 

AQUA AMERICA INC (NYSE) ZACKS RANK 3 - HOLD 

WTR 22.31 ~0.09 (0.41%) Vol. 212,349 13:12 ET 
Aqua America is the largest publicly-traded US.-based water utility serving residents in Pennsylvania, Ohio, Illinois, 
Texas, New Jersey, Indiana, Virginia, Florida, North Carolina, Maine, Missouri, New York, South Carolina and 
Kentucky. The company has been committed to the preservation and improvement of the environment throughout its 
history, which spans more than 100 years. 

General Information 
AQUA AMER INC 
762 W. LANCASTER AVE 

Phone: 61 0-527-8000 

Web: http~i~.aquaameilca.com 
Email: None 

BRYN MAWR, PA 1901 0-3489 

F a :  610-645-1061 

Industry UTI L- WATE R 
SPLY 

Sector: Utilities 

Fiscal Year End December 
Last Completed Quarter 12/31/11 
Next EPS Date 0511 11201 2 

Price and Volume Information 

Zacks Rank A i 2  

Yesterday’s Close 22.22 
52 Week High 23.28 
52 Week Low 19.28 
Beta 0.21 
20 Day Moving Average 507,457.94 
Target Price Consensus 24.71 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

EPS Information 
Current Quarter EPS Consensus Estimate 
Current Year EPS Consensus Estimate 
Estimated Long-Term EPS Growth Rate 

02-13-12 03-09-12 

% Price Change Relative to S&P 500 
0.68 4Week -1.39 
3.01 12Week -8.35 
0.77 YTD -7.56 

Dividend Information 
138.88 Dividend Yield 

Annual Dividend 
2.97% 
$0.66 

3,085.85 Payout Ratio 0.70 
0.01 

02/15/2012 / $0.1 7 
o.l 5 Change in Payout Ratio 

2/02/2005 Last Dividend Payout I Amount 

Consensus Recommendations 
0.21 Current (l=Strong Buy, 5=Strong Sell) 2.1 5 
1.08 30 Days Ago 1.92 
8.30 60 Days Ago 1.92 

Next EPS Report Date 0511 11201 2 90 Days Ago 1.92 

Fundamental Ratios 
PIE EPS Growth Sales Growth 

Trailing 12 Months: 23.64 vs. Previous Quarter -33.33% vs. Previous Quarter: -1 2.48% 
PEG Ratio 2.48 

Price Ratios ROE ROA 

Current PI Estimate: 20.50 vs. Previous Year -4.76% vs. Previous Year -3.69% 

http://Zacks.com


PricelBook 

PriceICash Flow 

Price 1 Sales 

Current Ratio 
12/31/11 

09/30/11 

06/30/11 

Net Margin 
12/31111 

09/30/11 

06/30/11 

Inventory Turnover 
12/31/11 

09/30/11 

06/30/11 

2.46 12/31/11 

12.73 09130/11 

4.23 06/30/11 

Quick Ratio 
0.75 12/31/11 

0.78 09130/11 

0.58 06/30/11 

Pre-Tax Margin 
30.32 12/31/11 

29.01 09/30/11 

28.05 06/30/11 

Debt-to-Equity 
23.76 12/31/11 

24.09 09/30/11 

24.90 06/30111 

10.73 1 2/31/1 1 

10.94 0913011 1 

1 1.25 06/30/11 

Operating Margin 
0.73 1213111 1 

0.76 09/30/11 

0.54 06/30111 

Book Value 
30.32 12/31/11 

29.01 09/30/11 

28.05 06130/11 

Debt to Capital 
1.1 1 1213111 1 

1 .I 6 09/30/11 

1.21 0613011 1 

3.10 
3.16 
3.26 

17.91 
17.81 
17.78 

9.03 
8.76 
8.77 

52.71 
53.63 
54.78 



mvsn Rirmg4 ~~~~~~~~~~~~S 
Zacks.com Quotes and Research 

AGL RESOURCES INC (NYSE) ZACKS RANK 5 - STRONG SELL 

GAS 39.45 ~ 0 . 0 7  t0.18oa VOI. 165.a59 13:12 ET 

AGL Resources principal business is the distribution of natural gas to customers in central, northwest, northeast and 
southeast Georgia and the Chattanooga, Tennessee area through its natural gas distribution subsidiary. AGL's 
major service area is the ten county metropolitan Atlanta area. 

General Information 
AGL RESOURCES 
TEN PEACHTREE PLACE 
ATLANTA, GA 30309 
Phone: 4045844000 
F~X: 404-5a4-3945 
Web: http://www.aglresources.com 
Email: scave@agIresources.com 

Sector: Utilities 

Fiscal Year End December 
Last Completed Quarter 12/31 I1 1 
Next EPS Date 05/08/2012 
Price and Volume Information 

Industry UTIL-GAS DISTR 

Zacks Rank 
Yesterday's Close 39.38 
52 Week High 43.69 
52 Week Low 34.08 
Beta 0.42 
20 Day Moving Average 537,024.69 
Target Price Consensus 42.2 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

EPS Information 
Current Quarter EPS Consensus Estimate 
Current Year EPS Consensus Estimate 
Estimated Long-Term EPS Growth Rate 

42. b 

02-13-12 03-@3-12 

% Price Change Relative io S&P 500 
-5.25 4 Week -7.20 
-3.97 12 Week -14.57 
-6.81 YTD -14.51 

Dividend Information 

Annual Dividend $1.80 
4,611.40 Payout Ratio 0.63 

0.02 
02/15/2012 / $0.45 

7.1 Dividend Yield 4.57% 

3.49 Change in Payout Ratio 
2/04/1 995 Last Dividend Payout / Amount 

Consensus Recommendations 
1.35 Current (1 =Strong Buy, 5=Strong Sell) 2.57 
2.87 30 Days Ago 2.57 
4.30 60 Days Ago 2.57 

Next EPS Report Date 05/08/2012 90 Days Ago 2.50 

Fundamental Ratios 

PtE EPS Growth Sales Growth 
Current FY Estimate: 13.70 vs. Previous Year 1 .76% vs. Previous Year 18.80% 
Trailing 12 Months: 13.82 vs. Previous Quarter 4,250.00% vs. Previous Quarter: 167.80% 
PEG Ratio 3.1 6 
Price Ratios 
PricelBook 

ROE 
0.93 12/31/11 

ROA 
10.23 12/31/11 2.60 

http://Zacks.com
http://www.aglresources.com
mailto:scave@agIresources.com


PriceICash Flow 
Price I Sales 

Current Ratio 
1213111 1 
09/30/11 

06l30111 

Net Margin 
12/31/11 

09/30/11 

06130111 

Inventory Turnover 
12l31l l l  

09/30/11 

06/30/11 

7.41 09/30/11 

1.97 06l30111 

Quick Ratio 
0.89 12/31/11 

1.58 09/30111 

1.1 5 06/30/11 

Pre-Tax Margin 
13.30 12/31/11 

15.41 09/30111 

16.83 06/30/11 

Debt-to-Equity 
2.77 12/31/11 

2.82 09/30/11 

2.81 06/30/11 

11.78 09l30111 

12.98 06/30/11 

Operating Margin 
0.65 12/31/11 

1.02 09/30/11 

0.76 06/30/11 

Book Value 
13.30 12/31/11 

15.41 09/30/ 1 1 

16.83 06/30/11 

Debt to Capital 
1.07 1 2 / 3 l l l l  

1.43 09/30111 

1 .13 06/30/11 

3.05 
3.39 

9.90 
10.05 
10.72 

42.51 
23.97 
24.46 

51.61 
58.82 
53.06 



I ZACKS RANK: 3 - HOLD 

AT0 31.24 b0.15 (0.48%) Vol. 221,240 13:15 ET 

Atmos Energy Corporation distributes and sells natural gas to residential, commercial, industrial, agricultural and 
other customers. Atmos operates through five divisions in cities, towns and communities in service areas located in 
Colorado, Georgia, Illinois, Iowa, Kansas, Kentucky, Louisiana, Missouri, South Carolina, Tennessee, Texas and 
Virginia. The Company has entered into an agreement to sell all of its natural gas utility operations in South Carolina. 
The Company also transports natural gas for others through its distribution system. 

General Information 
ATMOS ENERGY CP 
1800 THREE LINCOLN CTR 5430 LBJ 
FREEWAY 
DALLAS, TX 75240 
Phone: 9729349227 

Web: http'Jlwww.atmosenergy.com 
Email: None 

Sector: Utilities 

Fiscal Year End September 
Last Completed Quarter 09/30/11 
Next EPS Date 05/09/2012 

Price and Volume Information 

Fa :  972-855-3040 

Industry UTIL-GAS DlSTR 

Zacks Rank & 
Yesterday's Close 31.09 
52 Week High 35.55 
52 Week Low 28.51 
Beta 0.48 
20 Day Moving Average 432,179.59 
Target Price Consensus 34.5 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

-1.49 
-5.07 
-6.78 

90.22 

2,804.91 

1.31 
0511 711 994 

EPS Information 
Current Quarter EPS Consensus Estimate 1.44 
Current Year EPS Consensus Estimate 2.33 
Estimated Long-Term EPS Growth Rate 4.70 
Next EPS Report Date 05/09/2012 

Fundamental Ratios 
?/E EPS Growth 
Current FY Estimate: 13.35 vs. Previous Year 

CRT03 30-Dag Closing Prices 

02-13-12 03-09-12 

% Price Change Relative to S&P 500 
4 Week -3.52 
12 Week -1 5.54 
YTD -1 4.48 

Dividend Information 

Annual Dividend $1.38 
Payout Ratio 0.67 
Change in Payout Ratio 0.04 
Last Dividend Payout / Amount 02/23/2012 / $0.34 

Dividend Yield 4.44% 

Consensus Recommendations 
Current (l=Strong Buy, 5=Strong Sell) 2.86 
30 Days Ago 2.86 

90 Days Ago 2.86 
60 Days Ago 2.86 

Sales Growth 
-2.83% -24.69% vs. Previous Year 

Trailing 12 Months: 15.1 7 vs. Previous Quarter 91 6.67% vs. Previous Quarter: 46.1 4% 
PEG Ratio 2.86 

http://http'Jlwww.atmosenergy.com


Price Ratios 
PricelBook 

PriceICash Flow 

Price 1 Sales 

Current Ratio 
12/31/11 
09/30/11 
06/30/11 

Net Margin 
12/31/11 
09/30/11 
06/30/11 

Inventory Turnover 
12/31/11 
09/30/11 
06/30/11 

ROE 
1.24 12/31/11 
6.55 09/30/11 
0.65 06/30/11 

Quick Ratio 
1.07 12/31/11 
1.1 7 09/30/11 
1.53 06/30/11 

Pre-Tax Margin 
7.04 12/31/11 
7.1 9 09/30/11 
7.1 9 06/30/11 

Debt-to-Equity 
12.51 12/31/11 
12.46 09/30/11 
12.07 06/30/11 

ROA 
8.09 12/31/11 
8.88 09/30/11 
8.70 06/30/11 

Operating Margin 
0.79 l2/31lll 
0.83 09/30/11 
1.13 06/30/11 

Book Value 
7.04 12/31/11 
7.1 9 09f30I11 
7.1 9 06/30/11 

Debt to Capital 
0.97 12/31/11 
0.98 09/30/11 
0.94 06/30/11 

2.59 
2.88 
2.85 

4.33 
4.72 
4.62 

25.1 0 
24.98 
25.86 

49.31 
49.45 
48.57 
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Zacks.com Quotes and Research 

LACLEDE GROUP INC (NYSE) 

LG 40.97 60.02 10.05%) Vol. 30.319 13:15 ET 

ZACKS RANK: 2 - BUY 

~~~ 

The Laclede Group, Inc. is a public utility engaged in the retail distribution and transportation of natural gas. The 
Company, which is subject to the jurisdiction of the Missouri Public Service Commission, serves the City of St. Louis, 
St. Louis County, the City of St. Charles, St. Charles County, the town of Arnold, and parts of Franklin, Jefferson, St. 
Francois, Ste. Genevieve, Iron, Madison and Butler Counties, all in Missouri. 

General Information 
LACLEDE GRP INC 
720 OLIVE ST 
ST LOUIS, MO 63101 
Phone: 3143420500 

Web: httpY/www.thelacledegroup.com 
Email: kullman@lacledegas.com 

Fax: 314-421-1979 

Industry 
Sector: 

UTIL-GAS DlSTR 
Utilities 

Fiscal Year End September 
Last Completed Quarter 09/30/11 
Next EPS Date 04/27/2012 

Price and Volume Information 

Zacks Rank A i l  
Yesterday‘s Close 40.95 
52 Week High 43.00 
52 Week Low 32.90 
Beta 0.06 
20 Day Moving Average 107,503.75 
Target Price Consensus 42 

02-13-12 03- 09- 12 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

YO Price Change Relative to S&P 500 
-2.38 4 Week -4.39 
3.67 12 Week -7.76 
1.19 YTD -7.17 

Dividend Information 

Annual Dividend $1.66 
920.80 Payout Ratio 0.58 

03/08/2012 /$0.41 

22.49 Dividend Yield 4.05% 

9.31 Change in Payout Ratio -0.02 
03/08/1994 Last Dividend Payout I Amount 

EPS Information Consensus Recommendations 
Current Quarter EPS Consensus Estimate 1.37 Current (l=Strong Buy, 5=Strong Sell) 3.00 
Current Year EPS Consensus Estimate 2.68 30 Days Ago 3.00 
Estimated Long-Term EPS Growth Rate 3.00 60 Days Ago 3.00 
Next EPS Report Date 04/27/2012 90 Days Ago 3.00 

Fundamental Ratios 
PIE EPS Growth Sales Growth 

Trailing 12 Months: 14.37 vs. Previous Quarter 892.86% vs. Previous Quarter: 51.60% 
PEG Ratio 5.09 

Current FY Estimate: 15.27 vs. Previous Year 5.71% vs. Previous Year -7.49% 

Price Ratios 
Pridf3ook 

ROE 
1.56 12/31/11 

ROA 
11.03 12/31/11 3.58 

http://Zacks.com
http://httpY/www.thelacledegroup.com
mailto:kullman@lacledegas.com


PricdCash Flow 
Price 1 Sales 

Current Ratio 
12/31/11 
09/30/11 
06/30/11 

Net Margin 
12/31/11 
09/30/11 
06/30/11 

inventory Turnover 
12/31/11 
09130/11 
06/30/11 

8.99 09/30/11 
0.59 06/30/11 

Quick Ratio 
1.29 12/31/11 
1.59 09/30/11 
1.86 06/30/11 

PreTax Margin 
6.10 12/31/11 
5.80 09/30/11 
5.91 06/30/11 

Debt-to-Equity 
12.27 12/31 I1 1 
12.58 09/30/11 
12.61 06/30/11 

10.96 09/30/11 
11.46 06/30/11 

Operating Margin 
0.89 12/31/11 
1.04 09/30/11 
1.48 06/30/11 

Book Value 
6.10 12/31/11 
5.80 09/30/11 
5.91 06/30/11 

Debt to Capital 
0.58 12/31/11 
0.64 09/3Wll 
0.63 06/30/11 

3.50 
3.57 

4.06 
3.88 
3.96 

26.25 
25.56 
25.86 

36.53 
38.86 
38.60 



Zacks.com Quotes and Research 

NEW JERSEY RES (NYSE) 

NJR 45.66 a O . 1 0  10.22%1 Vol. 130.236 13% ET 

ZACKS RANK 3 - HOLD 

~~~~~ ~ 

NJ RESOURCES is an exempt energy svcs holding company providing retail & wholesale natural gas & related 
energy services to customers from the Gulf Coast to New England. Subsidiaries include: (1) N J Natural Gas Co, a 
natural gas distribution company that provides regulated energy & appliance services to residential, commercial & 
industrial customers in central & northern N J. (2) NJR Energy Holdings Corp fomerly NJR Energy Svcs Corp & (3) 
NJR Development Corp, a sub-holding company of NJR, which includes the Company's remaining unregulated 
operating subsidiaries. 

General Information 
NJ RESOURCES 
141 5 MCKOFF RD PO BOX 1468 
WALL, NJ 07719 
Phone: 9089381 494 

Web: httpYhww.njresources.com 
Ernail: dpurna@njresources.com 

Sector: Utilities 

Fiscal Year End September 
Last Completed Quarter 09/30/11 
Next EPS Date 05/09/2012 

Price and Volume Information 

Fax: 732-938-21 34 

Industry UTIL-GAS DISTR 

Zacks Rank hi 
Yesterday's Close 45.56 
52 Week High 50.48 
52 Week Low 39.60 
Beta 0.25 
20 Day Moving Average 193,673.1 6 
Target Price Consensus 48.4 

Yo Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

-3.70 
-4.00 
-7.40 

41.48 

1,889.69 

10.20 
03/04/2008 

EPS Information 
Current Quarter EPS Consensus Estimate 
Current Year EPS Consensus Estimate 
Estimated Long-Term EPS Growth Rate 

1.63 
2.75 
4.50 

Next EPS Report Date 05/09/2012 

Fundamental Ratios 
PIE EPS Growth 
Current FY Estimate: 16.55 vs. Previous Year 

48.5 

G...&..j .".& ..... i .... i.." I .  )k 5 

% Price Change Relative to S&P 500 
4 Week -5.68 
12 Week -14.59 
YTD -1 5.05 
Dividend Information 

Annual Dividend $1.52 
Payout Ratio 0.52 

Last Dividend Payout I Amount la1 31201 1 / $0.38 

Dividend Yield 3.34% 

Change in Payout Ratio -0.03 

Consensus Recommendations 
Current (1 =Strong Buy, 5=Strong Sell) 3.00 
30 Days Ago 3.00 
60 Days Ago 2.88 
90 Days Ago 2.88 

Sales Growth 
55.71 Yo vs. Previous Year -9.92% 

Trailing 12 Months: 15.44 vs. Previous Quarter 5,350.00% vs. Previous Quarter: -4.25% 
PEG Ratio 3.68 

http://Zacks.com
http://httpYhww.njresources.com
mailto:dpurna@njresources.com


Price Ratios 
PricelBook 

PriceICash Flow 
Price I Sales 

Current Ratio 
12/31/11 
09/30/11 
06/30/11 

Net Margin 
12/31/11 
09/30/11 
06/30/11 

Inventory Turnover 
12/31/11 
09/30/11 
06/30/11 

ROE 
2.30 12/31/11 
13.32 09/30/11 
0.64 06/30/11 

Quick Ratio 
1.03 12/31/11 
1.04 09/30/11 
1.1 8 06/30/11 

Pre-Tax Margin 
5.53 12/31/11 
4.22 09/30/11 
4.85 06/30/11 

Debt-to-Equity 
9.90 12/31/11 
9.61 09/30/11 
9.08 06/30/11 

ROA 
15.44 12/31/11 
13.77 09/30/11 
13.74 06/30/11 

Operating Margin 
0.68 lZI31/11 
0.61 09/30/11 
0.77 06/30/11 

Book Value 
5.53 12/31/11 
4.22 09/30/11 
4.85 06/30/11 

Debt to Capital 
0.53 12/31/11 
0.55 09/30/11 
0.54 06/30/11 

4.64 
4.08 
4.04 

4.18 
3.54 
3.52 

19.81 
18.73 
19.25 

34.47 
35.48 
34.97 



mW#n mf##g& ~ C ~ ~ ~ ~ # ~ ~ Q f f ~  
Zacks.com Quotes and Research 

NORTHWEST NAT GAS CO (NYSE) ZACKS RANK 5 - STRONG SELL 

NWN 46.13 a0.16 10.35%1 Vol. 48.496 13:17ET 

NW Natural is principally engaged in the distribution of natural gas.The Oregon Public Utility Commission (OPUC) 
has allocated to NW Natural as its exclusive service area a major portion of western Oregon, including the Portland 
metropolitan area, most of the fertile Willamette Valley and the coastal area from Astoria to Coos Bay. NW Natural 
also holds certificates from the Washington Utilities and Transportation Commission (WUTC) granting it exclusive 
rights to serve portions of three Washington counties bordering the Columbia River. 

General Information 
NORTHWEST NAT G 
ONE PACIFIC SQUARE 220 NW SECOND AVE 

Phone: 503226421 1 

Web: httpY/www.nwnatural.com 
Email: Bob.Hess@nwnaturaI.com 

Sector: Utilities 

PORTLAND, OR - 
F ~ X :  503-273-4824 

Industry UTIL-GAS DlSTR 

Fiscal Year End December 
Last Completed Quarter 12/31/11 
Next EPS Date 05/09/2012 

Price and Volume Information 

Zacks Rank 
Yesterday's Close 45.97 
52 Week High 49.49 
52 Week Low 39.63 
Beta 0.31 
20 Day Moving Average 11 1,635.20 
Target Price Consensus 48.38 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

EPS Information 

19.5 
49.0 

02-15-12 03-09-12 

% Price Change Relative to S&P 500 
-3.73 4 Week -5.71 
-1.94 12Week -1 2.76 
-4.09 YTD -12.01 

26.79 Dividend Yield 3.87% 
Dividend Information 

Annual Dividend $1.78 
1,231.63 Payout Ratio 0.70 

0.10 
01 /27/2012 1 $0.44 

8.50 Change in Payout Ratio 
09/09/1 996 Last Dividend Payout 1 Amount 

Consensus Recommendations 
Current Quarter EPS Consensus Estimate 1.52 Current (l=Strong Buy, 5=Strong Sell) 2.40 
Current Year EPS Consensus Estimate 2.50 30 Days Ago 2.20 
Estimated Long-Term EPS Growth Rate 4.30 60 Days Ago 2.20 
Next EPS Report Date 05/09/2012 90 Days Ago 2.33 

Fundamental Ratios 
PIE EPS Growth Sales Growth 

Trailing 12 Months: 17.96 vs. Previous Quarter 451.61 Yo vs. Previous Quarter: 190.63% 
PEG Ratio 4.28 

Price Ratios ROE ROA 

Current FY Estimate: 18.40 vs. Previous Year -1.80% vs. Previous Year 1.14% 

http://Zacks.com
http://httpY/www.nwnatural.com
mailto:Bob.Hess@nwnaturaI.com


PricelBook 
PricelCash Flow 
Price / Sales 

Current Ratio 
12/31/11 

09/30/11 

06/30/11 

Net Margin 
lrnltll 
09/30/11 

06/30/11 

Inventory Turnover 
12/31/11 

09/30/11 

06/30/11 

1.72 12/31/11 

8.88 09/30/11 

1.45 06/30/11 

Quick Ratio 
0.84 12/31/11 

0.62 09/30/11 

0.60 06/30/11 

PreTax Margin 
12.64 12/31/11 

12.77 09/30/11 

12.91 06/30/11 

Debt-to-Equity 
8.27 12/31/11 

8.07 09/30/11 

7.93 06/30/11 

9.59 12/31/11 

9.71 09/30/11 

9.91 06/30/11 

Operating Margin 
0.66 12/31/11 

0.41 09/30/11 

0.41 06/30/11 

Book Value 
12.64 12/31/17 

12.77 09/30/11 

12.91 06/30/11 

Debt to Capital 
0.90 12/31/11 

0.86 09/30/11 

0.77 06/30/11 

2.62 
2.67 
2.73 

8.05 
8.12 
8.20 

26.76 
26.1 1 
26.79 

47.32 
46.35 
43.57 



PIEDMONT NAT GAS INC (NYSE) 

PNY 32.21 T-0.11 (4.34%) Vol. 141,094 1317 ET 1 ZACKS RANK 5 - STRONG SELL 

Piedmont Natural Gas Co, Inc., is an energy and services company engaged in the transportation and sale of natural 
gas and the sale of propane to residential, commercial and industrial customers in North Carolina, South Carolina 
and Tennessee. The Company is the second-largest natural gas utility in the southeast. The Company and its non- 
utility subsidiaries and divisions are also engaged in acquiring, marketing and arranging for the transportation and 
storage of natural gas for large-volume purchasers, and in the sale of propane to customers in the Company's three- 
state service area. 

General Information 
PIEDMONT NAT GA 
4720 PIEDMONT ROW DR 
CHARLOTTE, NC 28233 
Phone: 70436431 20 

Web: http'Jlwww.piedmontng.com 
Email: nvestorrelations@piedmontng.com 

Sector: Utilities 

Fiscal Year End October 
Last Completed Quarter 10/31/11 
Next EPS Date 06/06/2012 

Price and Volume Information 

Fax: 704-3653849 

Industry UTIL-GAS DISTR 

Zacks Rank k 
Yesterday's Close 32.32 
52 Week High 34.74 
52 Week Low 25.86 
Beta 0.30 
20 Day Moving Average 358,200.84 
Target Price Consensus 31.67 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

EPS Information 
Current Quarter EPS Consensus Estimate 
Current Year EPS Consensus Estimate 
Estimated Long-Term EPS Growth Rate 

-2.77 
-3.58 
-4.89 

72.34 

2,338.09 

16.95 
1 1 101 /2004 

0.68 
1.65 
4.70 

Next EPS Report Date 06/06/2012 

Fundamental Ratios 
PIE EPS Growth 
Current FY Estimate: 19.54 vs. Previous Year 

34.b 

% Price Change Relative to S&P 500 
4 Week -4.77 
12 Week -1 4.22 
YTD -1 2.74 

Dividend Information 
Dividend Yield 3.59% 
Annual Dividend $1.1 6 
Payout Ratio 0.79 
Change in Payout Ratio 0.09 
Last Dividend Payout I Amount 12/22/2011 I $0.29 

Consensus Recommendations 
Current (1 =Strong Buy, 5=Strong Sell) 3.50 
30 Days Ago 3.50 
60 Days Ago 3.38 
90 Days Ago 2.88 

Sales Growth 
-9.48% vs. Previous Year -27.64% 

Trailing 12 Months: 22.14 vs. Previous Quarter 907.69% vs. Previous Quarter: 145.74% 
PEG Ratio 4.19 

http://http'Jlwww.piedmontng.com
mailto:nvestorrelations@piedmontng.com


Price Ratios 
PriceIBook 
PriceICash Flow 
Price I Sales 

Current Ratio 
01/31/12 
10/31/11 
07/31/11 

Net Margin 
01/31/12 
10/31/11 
07/31/11 

Inventory Turnover 
01 13 1 I1 2 
10131 I1 1 
07/31 I1 1 

ROE 
2.34 01/31/12 
10.58 10131111 
1.86 07/31/11 

Quick Ratio 
- 01/31/12 

0.54 10/31/11 
0.73 07/31/11 

Pre-Tax Margin 
- 01/31/12 

12.96 10/31/11 
13.03 07/31/11 

Debt-to-Equity 
- 01/31/12 

11.66 10/31/11 
11.25 07/31/11 

ROA 
10.31 01/31/12 
11.13 10/31/11 
11.26 07/31/11 

Operating Margin 
- 01/31/12 

0.36 10/31/11 
0.54 07/31/11 

Book Value 
- 01/31/12 

12.96 10/31111 
13.03 07/31/11 

Debt to Capital 
- 01/31/12 

0.68 10/31/11 
0.66 07/31/11 

3.33 
3.55 
3.62 

8.40 
7.92 
7.94 

13.81 
14.20 

40.37 
39.77 



Zacks.com Quotes and Research 

SOUTH JERSEY INDS INC (NYSE) ZACKS RANK: 3 - HOLD 

SJI 51.88 ~ 0 . 2 9  (0.56%) Vol. 56,617 13:19 ET 

South Jersey lnds Inc. is engaged in the business of operating, through subsidiaries, various business enterprises. 
The company's most significant subsidiary is South Jersey Gas Company (SJG). SJG is a public utility company 
engaged in the purchase, transmission and sale of natural gas for residential, commercial and industrial use. SJG 
also makes off-system sales of natural gas on a wholesale basis to various customers on the interstate pipeline 
system and transports natural gas. 

General Information 
SOUTH JERSEY IN 
1 SOUTH JERSEY PLAZA. ROUTE 54 
FOLSOM, NJ 08037 
Phone: 609-561 -9000 

Web: http:I/www.sjindustries.com 
Email: None 

Fax: 609-561 -8225 

Industry 
Sector: 

UTIL-GAS DISTR 
Utilities 

Fiscal Year End December 
Last Completed Quarter 1 2/31/1 1 
Next EPS Date 05/07/2012 

Price and Volume Information 

Zacks Rank 
Yesterday's Close 
52 Week High 
52 Week Low 
Beta 
20 Day Moving Average 
Target Price Consensus 

dii 
51.59 
58.03 
42.85 

0.34 
147,632.55 

61.75 

Yo Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

Yo Price Change Relative to S&P 500 
-4.50 4 Week -6.47 
-6.06 12 Week -1 6.42 
-9.19 YTD -1 6.69 

Dividend Information 
30.25 Dividend Yield 

Annual Dividend 
3.12% 
$1.61 

1,560.60 Payout Ratio 0.56 
0.03 

03/07/2012 / $0.40 
8-21 Change in Payout Ratio 

07~01~2005 Last Dividend Payout I Amount 

EPS Information Consensus Recommendations 
Current Quarter EPS Consensus Estimate 1.70 Current (1 =Strong Buy, 5=Strong Sell) 1.67 
Current Year EPS Consensus Estimate 3.19 30 Days Ago 1.33 
Estimated Long-Term EPS Growth Rate 6.00 60 Days Ago 1.33 
Next EPS Report Date 05/07/2012 90 Days Ago 1.33 

Fundamental Ratios 

PIE EPS Growth Sales Growth 
Current FY Estimate: 16.1 5 vs. Previous Year 20.69% vs. Previous Year -29.96% 
Trailing 12 Months: 17.85 vs. Previous Quarter 10,400.00% vs. Previous Quarter: 44.27% 
PEG Ratio 2.69 

Price Ratios ROE ROA 

http://Zacks.com
http:I/www.sjindustries.com


PriceIBook 

PriceICash Flow 
Price I Sales 

Current Ratio 
1213111 1 
09/30/11 
06/30/11 

Net Margin 
12/31/11 
09/30/11 
06/30/11 

Inventory Turnover 
12/31/11 
09/30/11 
06/30/11 

2.49 12/31/11 
11.54 09/30/11 
1.88 06/30/11 

Quick Ratio 
0.58 12/31/11 
0.65 09/30/11 
0.76 06/30/11 

Pre-Tax Margin 
13.66 12/31/11 
12.28 09/30/11 
12.59 06/30/11 

Debt-to-Equity 
11.36 12/31/11 
12.75 09/30/11 
11.60 06/30/11 

14.28 12/31/11 
13.66 09130/11 
14.33 06/30/11 

Operating Margin 
0.46 12/31/11 
0.50 09/30/11 
0.64 06/30/11 

Book Value 
13.66 12/31/11 
12.28 09/30/11 
12.59 06/30/11 

Debt to Capital 
0.68 12/31/11 
0.71 09/30/11 
0.70 06/30/11 

4.14 
3.95 
4.15 

10.50 
8.91 
8.96 

20.71 
19.83 
20.24 

40.47 
41.60 
41.29 



I SOUTHWEST GAS CORP (NYSE) ZACKS RANK 2 - BUY 

SWX 43.23 -0.07 (0.16%) Val. 66,711 1321 ET 

SOUTHWEST GAS CORP. is principally engaged in the business of purchasingJransporting, and distributing natural 
gas in portions of Arizona, Nevada,and California. The Company also engaged in financial services activitiesJhrough 
PriMerit Bank, Federal Savings Bank (PriMerit or the Bank), a wholly owned subsidiaty. 

General Information 
SOUTHWEST GAS 
5241 SPRING MOUNTAIN . PO BOX 98510RD 

Phone: 7028767237 

Web: httpYIwww.swgas.com 
Email: None 

LAS VEGAS, NV 89193-8510 

Fax: 702-876-7037 

Industry UTIL-GAS DISTR 
Sector: Utilities 

Fiscal Year End December 
Last Completed Quarter 12/31/11 
Next EPS Date 05/09/2012 

Price and Votume Information 

Zacks Rank & 

52 Week High 43.44 
Yesterday's Close 43.1 6 

52 Week Low 32.1 2 
Beta 0.70 
20 Day Moving Average 159,635.70 
Target Price Consensus 40.5 

% Price Change 
4 Week 
12 Week 
YTD 

Share information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

EPS Information 
Current Quarter EPS Consensus Estimate 
Current Year EPS Consensus Estimate 
Estimated Long-Term EPS Growth Rate 

2.25 
8.14 
1.58 

46.09 

1,989.37 

6.56 
N/A 

1.55 
2.55 
5.30 

Next EPS Report Date 05/09/2012 

Fundamental Ratios 
PIE EPS Growth 

Current PI Estimate: 16.92 vs. Previous Year 

% Price Change Relative to S&P 500 
4 Week 0.15 
12 Week -3.79 
YTD -6.82 

Dividend Information 

Annual Dividend $1.06 
Payout Ratio 0.42 

Last Dividend Payout I Amount 02/13/2012 I $0.26 

Dividend Yield 2.46% 

Change in Payout Ratio -0.04 

Consensus Recommendations 
Current (l=Strong Buy, 5=Strong Sell) 2.86 
30 Days Ago 2.86 
60 Days Ago 2.86 
90 Days Ago 2.86 

Sales Growth 
21.43% vs. Previous Year 10.58% 

Trailing 12 Months: 17.26 vs. Previous Quarter 695.00% vs. Previous Quarter: 46.81% 
PEG Ratio 3.22 

Price Ratios 
Price/Book 

ROE 
1.62 12131111 

ROA 
9.57 12/31/11 2.89 

http://httpYIwww.swgas.com


PriceICash Flow 
Price 1 Sales 

Current Ratio 
12/31/11 
09/30/11 
06/30/11 

Net Margin 
12/31/11 
09/30/11 
06/30/11 

Inventory Turnover 
12/31/11 
09/30/11 
06/30/11 

6.99 09/30/11 
1.05 06/30/11 

Quick Ratio 
0.54 12/31/11 
0.42 09/30/11 
0.52 06/30/11 

Pre-Tax Margin 
9.28 12/31/11 
8.62 09/30/11 
9.49 06/30/11 

Debt-to-Equity 
- 12/31/11 
- 09/30/11 
- 06/30/11 

8.82 09/30/11 
10.1 1 06/30/11 

Operating Margin 
0.54 12/3llll 
0.42 09I30lf 1 
0.52 06/30/11 

Book Value 
9.28 12/31/11 
8.62 09/30/11 
9.49 06/30/11 

Debt to Capital 
0.76 12/31/11 
0.79 09/30/11 
0.77 06/30/11 

2.69 
3.07 

6.17 
5.77 
6.68 

26.68 
25.88 
26.66 

43.18 
44.10 
43.51 



Zacks.com Quotes and Research 

WGL HLDGS INC (NYSE) 

WGL 41.50 ~ 0 . 3 4  (0.83%) Vol. 141,996 13:21 ET 

WASHINGTON GAS LIGHT CO is a public utility that delivers and sells natural gas to metropolitan Washington, 
D.C. and adjoining areas in Maryland and Virginia. A distribution subsidiary serves portions of Virginia and West 
Virginia. The Company Bas tour wholly-owned active subsidiaries that include: Shenandoah Gas Company 
(Shenandoah) is engaged in the delivery and sale of natural gas at retail in the Shenandoah Valley, including 
Winchester, Middletown, Strasburg, Stephens City and New Market, Virginia, and Martinsburg, West Virginia. 

General Information 
WGL HLDGS INC 
101 CONSTITUTION AVE N.W. 
WASHINGTON, DC 20080 
Phone: 7037504440 

Web: httpYlwww.wglholdings.com 
Ernail: robertdennis@washgas.com 

Sector: Utilities 

Fiscal Year End September 
Last Completed Quarter 09/30/11 
Next EPS Date 05/09/2012 

Price and Volume Information 

ZACKS RANK: 3 - HOLD 

F ~ X :  703-750-4828 

Industry UTIL-GAS DISTR 

Zacks Rank A 
Yesterday's Close 41.16 
52 Week High 44.99 
52 Week Low 34.71 
Beta 0.26 
20 Day Moving Average 367,043.1 6 
Target Price Consensus 43.86 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

EPS information 

42.5 

% Price Change Relative to S&P 500 
-0.96 4 Week -3.00 
-3.31 12 Week -13.98 
-6.92 YTD -1 4.61 

Dividend Information 
51 .50 Dividend Yield 3.77% 

Annual Dividend $1.55 
2'1 19.66 Payout Ratio 0.65 

0.03 
01/06/2012 /$0.39 

1 -23 Change in Payout Ratio 
05/02/1995 Last Dividend Payout / Amount 

Consensus Recommendations 
Current Quarter EPS Consensus Estimate 1.65 Current (l=Strong Buy, 5=Strong Sell) 2.63 
Current Year EPS Consensus Estimate 2.50 30 Days Ago 2.63 
Estimated Long-Term EPS Growth Rate 5.20 60 Days Ago 2.75 
Next EPS Report Date 05/09/2012 90 Days Ago 2.75 

Fundamental Ratios 
PIE EPS Growth Sales Growth 

Current FY Estimate: 16.45 vs. Previous Year 10.78% vs. Previous Year -8.56% 
Trailing 12 Months: 17.37 vs. Previous Quarter 534.62% vs. Previous Quarter: 62.40% 
PEG Ratio 3.18 

Price Ratios ROE ROA 

http://Zacks.com
http://httpYlwww.wglholdings.com
mailto:robertdennis@washgas.com


PricelBook 

PriceICash Flow 
Price / Sales 

Current Ratio 
12/31/11 
09/30/11 
06/30/11 

Net Margin 
12/31 11 1 
09/30/11 
06/30/11 

Inventory Turnover 
12/31/11 
09/30/11 
06/30/11 

1.71 12/31/11 
9.74 09/30/11 
0.79 06/30/11 

Quick Ratio 
1.20 12/31/11 
1.26 09/30/11 
1.43 06/30/11 

Pre-Tax Margin 
6.78 12/31/11 
7.47 09/30/11 
7.39 06/30/11 

Debt-to-Equity 
8.87 12/31/11 
10.19 09/30/11 
10.89 06/30/11 

9.85 12/31/11 
9.41 09/30/11 
9.39 06/30/11 

Operating Margin 
0.79 12/31/11 
0.71 09/30/11 
1.03 06/30/11 

Book Value 
6.78 1213111 1 
7.47 09/30/11 
7.39 06/30/11 

Debt to Capital 
0.47 12/31/11 
0.49 09/30/11 
0.47 06/30/11 

3.12 
2.99 
2.98 

4.55 
4.21 
4.13 

24.03 
23.44 
24.44 

31.60 
32.30 
31.44 





ATTACHMENT D 



M A R C H  9, 2 0 1 2  V A L U E  L I N E  S E L E C T I O N  & O P I N I O N  P A G E  1 7 0 9  

c 

Selected Yields 

/ - Current 

&/ - Year-Ago 

3 Months Year 
Recent Ago Ago 

(2/29/12) (1 1/30/11) (3/2/11) 

3Months Year 
Recent Ago Ago 

(2/29/12) (1 1/30/7 1 )  (3/2/11) 

TAXABLE 
Market Rates Mortgage-Backed Securities 
Discount Rate 0.75 0.75 0.75 GNMA 5.5% 1.38 
Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 5.5% (Gold) 1.96 
Prime Rate 
30day CP (Al /P l )  
3-month LIBOR 
Bank CDs 
6-month 
1 -year 
5-year 
U.S. Treasury Securities 
3-month 
6-month 
1 -year 
5-year 
1 0-year 
1 @year (idation-protectd) 
30-year 
30-year Zero 

3.25 
0.33 
0.48 

0.22 
0.34 
1.15 

0.08 
0.13 
0.1 6 
0.86 
1.97 
-0.30 
3.09 
3.30 

3.25 3.25 
0.60 0.24 
0.53 0.31 

0.1 7 0.21 
0.21 0.29 
1.14 1.76 

0.01 0.1 2 
0.05 0.15 
0.11 0.23 
0.95 2.1 7 
2.07 3.47 
-0.01 0.90 
3.06 4.56 
3.20 4.91 

6.0 0% 

5.00% 

4.00% 

3.00% 

2.00% 

1 .OO% 

0.00% 
3 

Treasury Security Yield Curve 

Mos. Years 

FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
Industrial (25/30-year) A 
Utility (25130-year) A 
Uti I ity (2 513 0-year) BaalB B B 
Foreign Bonds (1 0-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial A 
Financial Adjustable A 

1.98 

3.68 

2.38 

4.26 
4.05 
4.53 

1.99 

0.96 
2.15 

5.24 
6.14 
5.53 

1 .a2 

TAX-EXEMPT 
Bond Buyer Indexes 
20-Bond Index (COS) 3.69 

4.75 25-Bond Index (Revs) 
General Obligation Bonds (COS) 
1 -year Aaa 0.1 6 

5-year Aaa 0.71 

1 0-year Aaa 1.96 
10-year A 3.04 
25130-year Aaa 3.56 
25/30-year A 4.99 
Rwenw Bonds (Rm) (25/30-Year) 
Education AA 4.45 
Electric AA 4.54 
Housing AA 4.87 
Hospital AA 4.63 
Toll Road Aaa 4.42 

1 -year A 1.10 

5-year A 2.00 

Federal Reserve Data 

1.35 
2.31 
2.09 
2.37 

4.58 
4.42 
4.26 
4.94 

2.15 
2.28 
1.07 
2.31 

5.05 
6.32 
5.53 

4.07 
5.06 

0.24 
1.10 
1.20 
2.30 
2.45 
3.50 
3.99 
5.36 

4.62 
4.84 
5.54 
4.92 
4.57 

2.75 
3.33 
3.24 
2.63 

4.75 
5.56 
5.69 
6.08 

3.34 
3.20 
1.28 
3.64 

5.77 
6.54 
5.53 

4.95 
5.57 

0.40 
1.22 
1.82 
2.76 
3.20 
4.37 
4.72 
6.25 

5.1 8 
5.30 
6.28 
5.59 
5.34 

BANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent Levels Average Levels Over the Last... 
2/22/12 2/8/12 Change 12 Wks. 26 Wks. 52 Wks. 

Excess Reserves i58oa56 1535738 451 18 1515788 1533359 1509553 
Borrowed Reserves 7992 a i  63 -1 71 a978 101 63 13027 
Net FreeIBorrowed Reserves 1572864 1527575 45289 1506810 15231 95 1496526 

MONEY SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent Levels Ann’l Growth Rates Over the Last... 
211 311 2 21611 2 Change 3 Mos. 6 Mos. 12 Mos. 

M1 (Currency+demand deposits) 2228.1 2225.3 2.9 17.5% 16.6% 19.1% 
M2 (M1 +savings+small time deposits) 9799.7 9771.8 27.9 8.5% 6.9% 10.1% 
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Selected Yields 

3Months Year 
Recent Ago Ago 

(2/22/12) (11/22/11) (2/23/11) 

3Months Year 
Recent Ago Ago 

(2/22/12) (1 1/22/11) (2/23/11) 

Mortgage-Backed Securities 
TAXABLE 

Market Rates 
Discount Rate 0.75 0.75 0.75 CNMA 5.5% 1.24 
Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 5.5% (Cold) 1.94 
Prime Rate 3.25 3.25 
30-day CP ( A l P 1 )  0.26 0.44 
3-month LIBOR 0.49 0.50 
Bank CDs 
6-month 0.22 0.1 7 

5-year 1.15 1.14 
US. Treasury Securities 
3-month 0.08 0.02 
6-month 0.1 2 0.06 

1 -year 0.34 0.21 

1 -year 0.15 0.11 
5-year 0.86 0.87 

1 0-year (inflation-protected) -0.30 0.01 
30-year 3.15 2.88 

1 0-year 2.00 1.92 

30-year Zero 3.37 3.05 

3.25 
0.23 
0.31 

0.21 
0.29 
1.65 

0.12 
0.1 5 
0.24 
2.1 7 
3.49 
0.97 

4.94 
4.58 

Treasury Security Yield Curve 
6.00% 

5.00% 

4.00% 

3.00% 

2.00% 

1 .OO% 

0.00% 

Mos. Years 

FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
Industrial (25130-year) A 
Utility (25/30-year) A 
Utility (25/30-year) Baa/BBB 
Foreign Bonds (1 0-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Util ity A 
Financial A 
Financial Adjustable A 

1 .a9 

3.88 

2.37 

4.34 
4.13 
4.61 

2.06 
1 .a9 
0.98 
2.11 

5.14 
6.07 
5.52 

TAX-EXEMPT 
Bond Buyer Indexes 
20-Bond Index (COS) 3.65 
25-Bond Index (Revs) 4.74 
General Obligation Bonds (COS) 
1 -year Aaa 0.1 7 

5-year Aaa 0.69 
1 -year A 1.10 

5-year A 1.99 
1 0-year Aaa 1.95 

25130-year A 4.99 

1 0-year A 2.96 
25/30-year Aaa 3.56 

Revenue Bonds (Revs) (25/3O-Year) 
Education AA 4.46 
Electric AA 4.55 

Hospital AA 4.63 
Toll Road Aaa 4.42 

Housing AA 4.88 

Federal Reserve Data 

1.25 
2.33 
2.05 
2.43 

4.45 
4.20 
4.06 
4.74 

2.08 
1.92 
0.97 
2.1 7 

5.84 
6.31 
5.52 

4.09 
5.09 

0.24 
1.06 
1.22 
2.33 

3.53 
3.97 
5.34 

4.60 

5.53 
4.92 

2.48 

4.82 

4.58 

2.78 
3.36 
3.27 
2.66 

4.73 
5.57 
5.66 
6.07 

3.33 
3.14 
1.26 
3.67 

5.79 
6.07 
5.52 

5.10 
5.60 

0.37 
1.21 
i .a5 
2.80 
3.36 
4.43 
4.80 
6.25 

5.23 
5.37 
6.36 
5.60 
5.38 

BANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent Levels Average Levels Over the Last ... 
2/8/12 1 /25/12 Change 12 Wks. 26 Wks. 52Wks. 

Borrowed Reserves a i  63 851 7 -354 9346 10446 13571 
Excess Reserves 1535735 1509282 26453 1508873 1534868 1491465 

Net Free/Borrowed Reserves 1527572 1500765 26807 1499527 1524422 1477894 

MONEY SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent Levels Ann'l Growth Rates Over the Last ... 
21611 2 1/30/12 Change 3 Mos. 6 Mos. 12 Mos. 

MI (Currency+dernand deposits) 2225.4 2225.6 -0.2 1 8 . 4 ~ ~  1 9 . 7 ~ ~  i a w 0  
M2 (MI +savings+small time deposits) 9772.3 9779.7 -7.4 7.9% 7.1% 10.0% 

0 201 2, Value Line PutAshing LLC. All rights reserved. FaaUal material is obtained from sources believed Io be reliable and is provided without wananties d any Idnd. THE PUBLISHER 
IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This pubilcation is sbidly lor subswher's own, noncwnmsrcial, internal use. No part of it may be reproduced, 
resold, stored or transmitted in any printed, electronic or other form, or used lor generating or marketing any printed or electronic publication. Service or product. 
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6.00% 

5.00% - 

4.00% - 

3.00% - 

2.00% - 
1 .OO% - 
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/ 
/ /  -Current 

Selected Yields 

+' 
0 .OO% 

3Monfhs Year 3 Months Year 
Ago Recent Ago Ago Recent Ago 

(2/15/12) (11/16/11) (2/16/11) (2/15/12) (1 1/16/17) (2/16/11) 

- Year-Ago 
J 

TAXABLE 
Market Rates Mortgage-Backed Securities 

0.75 0.75 0.75 CNMA 5.5% 1.41 Discount Rate 

Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 5.5% (Gold) 1.79 
Prime Rate 3.25 3.25 3.25 
30-day CP (Al/Pl)  0.29 0.47 0.31 
3-month LlBOR 0.50 0.47 0.31 
Bank CDs 

1 -year 0.35 0.21 0.29 
5-year 1.15 1.14 1.65 
U.S. Treasury Securities 

6-month 0.1 2 0.04 0.15 
1 -year 0.15 0.10 0.27 
5-year 0.79 0.87 2.35 
10-year 1.93 2.00 3.62 
1 0-year (inflation-protected) -0.42 0.03 1.25 
30-year 3.09 3.00 4.68 
30-year Zero 3.32 3.21 5.01 

6- month 0.22 0.17 0.21 

3-month 0.11 0.01 0.1 1 

FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
Industrial (25130-year) A 
Util i ty (25/30-year) A 
Util i ty (25/30-year) Baa/BBB 
Foreign Bonds (10-Year) 
Canada 
Germ any 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial A 
Financial Adjustable A 

1.82 
2.37 

3.91 
4.30 
4.10 
4.58 

2.01 
1.86 
0.97 
2.08 

5.61 
6.07 
5.51 

Treasury Security Yield Curve 

Mos. Ycnrs 

TAX- EX EM PT 
Bond Buyer Indexes 

3.70 20-Bond Index (COS) 
4.77 25-Bond Index (Revs) 

General Obligation Bonds (COS) 
0.1 7 1 -year Aaa 

1 -year A 1.09 
5-year Aaa 0.70 
5-year A 1.98 
10-year Aaa 1.95 

2.95 10-year A 
25130-year Aaa 3.56 
25/30-year A 4.98 
Revenue Bonds (Revs) (25/30-Year) 
Education AA 4.44 

4.53 Electric AA 
Housing AA 4.86 
Hospital AA 4.63 
Toll Road Aaa 4.47 

Federal Reserve Data 

1.25 
2.35 
2.09 
2.43 

4.38 
4.3 1 
4.1 7 
4.85 

2.10 
1.82 
0.95 
2.16 

5.26 
6.30 
5.52 

4.02 
5 .OO 

0.24 
1.07 
1.26 
2.33 
2.50 
3.51 
4.01 
5.38 

4.56 
4.89 
5.57 
4.93 
4.57 

2.96 
3.51 
3.45 
2.66 

4.85 
5.65 
5.77 
6.15 

3.50 
3.24 
1.36 
3.81 

5.79 
6.07 
5.52 

5.29 
5.67 

0.38 
1.16 
1.95 
2.87 
3.52 
4.52 
4.94 
6.25 

5.33 
5.48 
6.42 
5.71 
5.46 

BANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent Levels Average Levels Over the Last ... 
21811 2 1 /25/ l2 Change 12 Wks. 26%. 52 Wks. 

Excess Reserves 1535732 1509282 26450 1508872 1534868 1491 464 
81 63 851 7 -354 9346 10446 13571 Bor rowed  Reserves 

1527569 1500765 26804 1499526 1524422 1477894 N e t  Free/Borrowed Reserves 

MONEY SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent Levels Ann'l Growth Rates Over the Last ... 
1 /30/12 1/23/12 Change 3 Mos. 6 Mos. 12 Mos. 

M1 (Currency+demand deposits) 2225.8 221 9.8 6.0 17.7% 22.6% 19.1% 
12.1 8.9% 7.4% 10.1% M2 (M1 +savings+small t ime deposits) 9780.4 9768.3 

0 201 2, V h  he P u W g  UC.  AR fights resened. Factual material is obtained from sources Wed lo be reliable 
IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publicah is sbidly lor subscribeh M 
resold, storea M transmilied in any pfinlea, electronic or other torm. or used tor generating or marketmg 
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Selected Yields 

3Months Year 
Recent Ago Ago 

(2/08/12) (1 1/09/7 7) (2/09/1 I )  

TAXABLE 
Market Rates Mortgage-Backed Securities 
Discount Rate 0.75 0.75 0.75 CNMA 5.5% 1.23 
Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 5.5% (Cold) 1.86 
Prime Rate 3.25 3.25 3.25 
30-day CP (A l /P l )  0.23 0.49 0.31 
%month LIBOR 0.51 0.45 0.3 1 
Bank CDs 
6-month 0.22 0.1 7 0.21 
1 -year 0.34 0.21 0.29 
5-year 1.16 1.14 1.65 
U.S. Treasury Securities 
3-month 0.08 0.01 0.1 3 
6-month 0.1 1 0.03 0.1 6 
1 -year 0.14 0.08 0.29 
5-year 0.83 0.87 2.33 
1 0-year 1.98 1.96 3.65 

30-year 3.1 5 3.03 4.71 
30-year Zero 3.37 3.25 5.02 

10-year (inflation-protected) -0.34 -0.05 1.20 

! 
6.00% 

5.00% 

4.00% 

3.00% 

2.00% 

1 .OO% 

0.00% 
3 

Treasury Security Yield Curve 

Mos. Years 

FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
industrial (25/30-year) A 
Util i ty (25/30-year) A 
Util i ty (25/30-year) Baa/BBB 
Foreign Bonds (1 0-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Util i ty A 
Financial A 
Financial Adjustable A 

1.76 
2.37 

4.01 
4.39 
4.19 
4.67 

2.07 
1.98 
0.99 
2.19 

5.36 
6.48 
5.51 

TAX-EXEMPT 
Bond Buyer indexes 
20-Bond Index (COS) 3.60 
25-Bond index (Revs) 4.70 
General Obligation Bonds (COS) 
1 -year Aaa 0.1 5 
1 -year A 1.08 
5-year Aaa 0.71 
5-year A 1.97 
1 0-year Aaa 1.92 
10-year A 2.94 
25/30-year Aaa 3.56 

Revenue Bonds (Revs) (25/30-Year) 
Education AA 4.43 
Electric AA 4.52 
Housing AA 4.85 

Toll Road Aaa 4.47 

25/30-year A 4.97 

Hospital AA 4.64 

Federal Reserve Data 

1.37 
2.35 
2.03 
2.43 

4.09 
4.23 
4.14 
4.83 

2.09 
1.72 
0.98 
2.1 8 

5.82 
5.70 
5.51 

4.02 
5.05 

0.25 
1.06 
1.27 
2.33 
2.51 
3.52 
4.01 
5.35 

4.56 
4.90 
5.58 
4.92 
4.55 

3.1 7 
3.78 
3.68 
2.66 

4.94 
5.67 
5.82 
6.22 

3.45 
3.31 
1.34 
3.87 

5.80 
6.06 
5.51 

5.25 
5.63 

0.39 
1.16 
1.96 
2.87 
3.57 
4.54 
4.97 
6.26 

5.35 
5.48 
6.44 
5.71 
5.48 

BANK RESERVES 
Owo-Week Period; in Millions, Not Seasonally Adjusted) 

Recent Levels Average Levels Over the Last ... 
1/25/12 1/11/12 Change 12 Wks. 26 Wks. 52 Wks. 

Excess Reserves 1509282 1523788 -1 4506 1506034 1 54001 4 14731 42 
Borrowed Reserves 851 7 8985 -468 9751 10742 14198 
Net FreeIBorrowed Reserves 1500765 151 4803 -14038 1496283 1529272 1458944 

MONEY SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent Levels Ann’l Growth Rates Over the Last ... 
1/23/12 1/16/12 Change 3 Mos. 6 Mos. 12 Mos. 

M1 (Currency+demand deposits) 2221.1 2202.7 18.4 15.9% 24.6% 19.2% 
M2 (M1 +savings+small time deposits) 9768.3 9763.8 4.5 9.5% 10.3% 10.3% 

resold, stored or transmitted in any pnnted, electronic or other torm, or used lor generating or markebng any printed or electronic publication. service or product. 
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Selected Yields 

3 Months Year 3Months Year 
Recent Ago *go Recent Ago Ago 

(2/01/12) (1 1/02/11) (2/02/11) (2/01/12) (11/02/11) (2/02/11) 

TAXABLE 
Market Rates Mortgage-Backed Securities 
Discount Rate 0.75 0.75 0.75 GNMA 5.5% 1.20 
Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 5.5% (Gold) 1.91 
Prime Rate 3.25 
30-day CP (A l /P l )  0.32 
3-month LIBOR 0.54 
Bank CDs 
6-month 0.22 
1 -year 0.34 
5-year 1.16 
U.S. Treasury Securities 
3-month 0.06 
6-month 0.09 
1 -year 0.1 2 
5-year 0.72 
1 0-year 1.83 
1 0-year (inflation-protected) -0.43 
30-year 2.99 
30-year Zero 3.21 

3.25 3.25 
0.51 0.25 
0.43 0.31 

0.1 7 0.30 
0.21 0.48 
1.14 1.59 

0.01 0.15 
0.04 0.1 7 
0.10 0.26 
0.88 2.09 
1.99 3.48 
-0.1 0 1.02 
3.01 4.62 
3.22 4.96 

6.00% 

5.00% 

4.00% 

3.00% 

2.00% 

1 .OO% 

0.00% 
3 

Treasury Security Yield Curve 

~ 1 2  

Mob. Years 

/ 
-Current 

- Year-Ago 

5 10 30 

FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (IO-year) A 
Industrial (25/30-year) A 
Utility (25/30-year) A 
Utility (25/30-year) Baa/BBB 
Foreign Bonds (1 0-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial A 
Financial Adjustable A 

1.91 
2.37 

3.99 
4.26 
4.07 
4.55 

1.90 
1.85 
0.96 
2.05 

5.90 
6.05 
5.50 

TAX- EX EM PT 
Bond Buyer Indexes 
20-Bond Index (COS) 3.68 
25-Bond Index (Revs) 4.71 
General Obligation Bonds (COS) 
1-year Aaa 0.18 
1 -year A 1.03 
5-year Aaa 0.79 
5-year A 1.91 
1 0-year Aaa 1.90 

25/3O-year Aaa 3.53 
10-year A 2.88 

25/30-year A 4.92 
Revenue Bonds (Revs) (25/30-Year) 
Education AA 4.41 
Electric AA 4.47 
Housing AA 4.83 
Hospital AA 4.62 
Toll Road Aaa 4.45 

Federal Reserve Data 

1.62 
2.34 
2.1 0 
2.43 

4.1 5 
4.18 
4.12 
4.76 

2.1 7 
1.83 
1 .oo 
2.29 

5.82 
6.57 
5.50 

4.1 2 
5.10 

0.24 
1.05 
1.28 
2.35 
2.57 
3.56 
4.03 
5.37 

4.55 
4.90 
5.59 
4.94 
4.55 

3.06 
3.45 
3.27 
2.66 

4.86 
5.63 
5.78 
6.1 8 

3.38 
3.26 
1.23 
3.76 

5.79 
6.05 
5.50 

5.25 
5.61 

0.39 
1.17 
1.90 
2.82 
3.51 
4.50 
4.92 
6.24 

5.33 
5.48 
6.41 
5.69 
5.46 

Excess Reserves 
Borrowed Reserves 
Net FreeIBorrowed Reserves 

BANK RESERVES 
(Two-Week Period; in Millions, Not Seasonally Adjusted) 

Recent levels Average levels Over the last ... 
1/25/12 1/11/12 Change 12 Wks. 26%. 52 Wks. 
1509281 1523788 -14507 1 506034 154001 4 14731 42 

851 7 8985 -468 9751 10742 14198 
1500764 151 4803 -1 4039 1496283 1529272 1458944 

MONEY SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent levels Ann’l Growth Rates Over the l a  st... 
1/16/12 1/9/12 Change 3 Mos. 6 Mos. 12 Mos. 
2202.7 21 89.1 13.6 12.5% 24.4% 18.5% M1 (Currency+demand deposits) 

M2 (M1 +savings+small time deposits) 9763.3 9755.2 8.1 9.3% 11.2% 10.0% 
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Selected Yields 

/ -Current /-/ - Year-Ago 

3Months Year 
Recent Ago Ago 

(1/25/12) (10/26/17) (1/26/11) 

TAXAB L E 
Market Rates Mortgage-Backed Securities 
Discount Rate 0.75 0.75 0.75 CNMA 5.5% 1.22 
Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 5.5% (Gold) 2.1 1 
Prime Rate 3.25 3.25 3.25 
30-day CP ( A l P l )  0.32 0.49 0.27 
3-month LlBOR 0.56 0.42 0.30 
Bank CDs 
6-month 0.22 0.17 0.3 1 
1 -year 0.34 0.21 0.49 
5-year 1.15 1.14 1.65 
U.S. Treasury Securities 
3-month 0.04 0.01 0.1 5 
6-month 0.06 0.06 0.1 7 
1 -year 0.10 0.1 1 0.26 

1 0-year 2.00 2.20 3.42 
1 0-year (inflation-protected) -0.25 0.1 2 1.03 

5-year 0.79 1.06 1.99 

30-year 3.1 5 3.22 4.59 
30-year Zero 3.35 3.43 4.93 

Treasury Security Yield Curve 
6.00% 

5.00% 

4.00% 

3.00% 

2.00% 

1 .OO% 

0.00% 
3 6  
Mos. Years 

FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
Industrial (25130-year) A 
Utility (25/30-year) A 
Utility (25130-year) Baa/BBB 
Foreign Bonds (1 0-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Util i ty A 
Financial A 
Financial Adjustable A 

2.01 
2.35 

4.15 
4.42 
4.47 
5.14 

2.04 
1.95 
1.01 
2.16 

5.39 
6.09 
5.50 

TAX-EXEMPT 
Bond Buyer Indexes 
20-Bond Index C O S )  3.60 
25-Bond Index (Revs) 4.77 
General Obligation Bonds (COS) 
1 -year Aaa 0.18 
1 -year A 1.13 
5-year Aaa 0.87 
5-year A 2.01 
1 0-year Aaa 2.00 
1 0-year A 2.98 
25130-year Aaa 3.59 
25130-year A 5.02 
Revenue Bonds (Revs) (25130-Year) 
Education AA 4.43 
Electric AA 4.50 
Housing AA 4.93 
Hospital AA 4.64 
Toll Road Aaa 4.48 

Federal Reserve Data 

1.76 
2.39 
2.19 
2.47 

4.41 
4.49 
4.41 
5.05 

2.38 
2.04 
1 .oo 
2.47 

5.21 
6.49 
5.50 

4.08 
5.07 

0.29 
1 .oo 
1.41 
2.42 
2.69 
3.60 
4.10 
5.42 

4.56 
4.94 
5.66 
4.97 
4.57 

2.90 
3.19 
3.06 
2.72 

4.73 
5.52 
5.64 
6.10 

3.31 
3.19 
1.24 
3.69 

5.79 
6.52 
5.50 

5.41 
5.66 

0.41 

1.91 
2.96 
3.60 
4.49 
5.06 
6.27 

5.46 
5.57 
6.44 
5.75 
5.60 

1.28 

BANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent Levels Average levels Over the Last ... 
1/11/12 12/28/11 Change 12 Wks. 26 Wks. 52 Wks. 

Excess Reserves 
Borrowed Reserves 8985 9328 -343 10151 11035 15534 

1523788 1471 460 52328 1514963 1548942 1454626 

Net FreeIBorrowed Reserves 1514803 1462132 52671 150481 2 1537907 1439092 

MONEY SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent levels Ann'l Growth Rates Over the Last... 
6 Mos. 12 Mos. 1/9/12 11211 2 Change 3 Mos. 
27.5% 22.6% M1 (Currency+demand deposits) 2229.9 2203.4 26.5 14.1% 

M2 (M1 +savings+small time deposits) 9756.1 9733.8 22.3 5.7% 11.4% 10.7% 
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Selected Yields 

3Months Year 
Recent Ago Ago 

(1/18/12) (10/19/11) (1/19/11) 

3Months Year 
Recent Ago Ago 

(1/18/12) (10/19/11) (1/19/11) 

TAXABLE 
Market Rates Mortgage-Backed Securities 
Discount Rate 0.75 0.75 0.75 GNMA 5.5% 1.07 
Federal Funds 0.00-0.2 5 0.00-0.2 5 0.00-0.2 5 FHLMC 5.5% (Cold) 1.94 
Prime Rate 3.25 3.25 
30-day CP (A l /P l )  0.32 0.44 
3-month LiBOR 0.56 0.41 
Bank CDs 
6-month 0.22 0.1 7 

5-year 1.16 1.14 
US. Treasury Securities 
3-month 0.02 0.02 
6-month 0.06 0.05 

5-year . 0.80 1.04 
1 0-year 1.90 2.1 6 

1 -year 0.34 0.21 

1 -year 0.10 0.11 

10-year (inflation-protected) -0.21 0.20 
30-year 2.96 3.1 a 
30-year Zero 3.14 3.38 

3.25 
0.27 
0.30 

0.30 

1.60 

0.1 5 

0.25 
1.93 
3.34 
0.93 
4.53 

0.48 
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4.87 

FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
Industrial (25/30-year) A 
Utility (25/30-year) A 
Util i ty (25/30-year) BadBBB 
Foreign Bonds (1 0-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial A 
Financial Adjustable A 

1.72 
2.35 

4.00 
4.25 
4.33 
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5.49 
6.1 a 
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Treasury Security Yield Curve 

Mos. Years 

TAX-EXEMPT 
Bond Buyer Indexes 
20-Bond Index (COS) 3.62 
25-Bond index (Revs) 4.74 
General Obligation Bonds (COS) 
1 -year Aaa 0.1 7 
1 -year A 1.02 

5-year A 1.93 
5-year Aaa 0.85 

1 0-year Aaa 1.93 
1 0-year A 2.91 
25/30-year Aaa 3.56 
25130-year A 4.96 
Revenue Bonds (Revs) (25/3O-Year) 
Education AA 4.40 
Electric AA 4.54 
Housing AA 5.01 
Hospital AA 4.61 
Toll Road Aaa 4.48 

Federal Reserve Data 

1.84 
2.36 
2.17 
2.47 

4.33 
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4.92 

2.33 
2.06 
1.02 
2.47 

5.25 
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1.39 
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4.56 
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2.38 
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1.27 
3.64 
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5.49 
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3.00 
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4.54 

6.31 

5.56 
5.57 
6.42 
5.73 
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BANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent Levels Average Levels Over the Last ... 
1/11/12 12/28/11 Change 12 Wks. 26 Wks. 52 Wks. 

Excess Reserves 1523791 1471462 52329 1514978 1548950 1454630 

Net FreeIBorrowed Reserves 1514806 1462134 52672 1504828 1537915 1439096 
Borrowed Reserves 8985 9328 -343 101 51 11035 15534 

MONEY SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent Levels Ann'l Growth Rates Over the Last ... 
1/2/12 12/26/11 Change 3 Mos. 6 Mos. 12 Mos. 

MI (Currency+demand deposits) 2234.3 21 67.9 66.4 6.8% 25.4% 22.2% 
M2 (M1 +savings+small time deposits) 9751.1 9665.5 85.6 6.2% 11.4% io.ayo 
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(1/11/12) (10/12/11) (7/12/17) (1/11/12) (10/12/11) (7/12/Tl) 

TAXABLE 
Market Rates Mortgage-Backed Securities 
Discount Rate 0.75 0.75 0.75 GNMA 5.5% 0.9 1 
Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 5.5% (Gold) 1.91 
Prime Rate 3.25 3.25 
30day CP (AlF’ l )  0.25 0.38 
3-month LIBOR 0.58 0.40 
Bank CDS 
6-month 0.22 0.1 7 
1 -year 0.34 0.21 
5-year 1.17 1.14 
U.S. Treasury Securities 
3-month 0.02 0.02 
6-month 0.05 0.04 
1 -year 0.10 0.08 
5-year 0.82 1.15 

1 0-year (inflation-protected) -0.1 6 0.23 
30-year 2.96 3.20 

1 0-year 1.90 2.21 

30-year Zero 3.15 3.39 
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20-Bond Index (COS) 3.83 
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5-year Aaa 0.89 
5-year A 1.98 
1 0-year Aaa 1.99 
1 0-year A 3.03 
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Federal Reserve Data 
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5.31 
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BANK RESERVES 
(Two-Week Period; in Millions, Not Seasonally Adjusted) 

Recent Levels 
1212811 1 1211 411 1 Change 

Excess Reserves 1471463 1528581 -5711 8 
Borrowed Reserves 9328 9841 -51 3 
Net FreeJBorrowed Reserves 1462135 1518740 -56605 

MONEY SUPPLY 
(One-Week Period; in Billions, Seasonally Adjusted) 

Recent Levels 
12/26/11 1211 911 1 Change 

MI (Currency+demand deposits) 21 67.8 21 37.1 30.7 
M2 (Ml +savings+small time deposits) 9664.8 9666.7 -1.9 

Average Levels Over the Last... 
12 Wks. 26 Wks. 52 Wks. 
1517529 1552068 1434904 

10500 11327 16880 
1507029 1540742 141 8024 

Ann’l Growth Rates Over the Last... 
3 Mos. 6 Mos. 12 Mos. 
3.8’10 24.0% 17.9% 
3.3% 11.6% 9.4% 
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